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NOTE: The matter is called to 
be heard at 10:00 o'clock A.M. on 
September 28, 1977 and begins as follows, 
viz: 
513. 
CO~~ISSIONER BRADSHAW: Mr •. Marston, 
I think you have Mr. Hunt --
MR. S~~ITH: May it please the 
Commission, after the commencement of 
these proceedings the Bureau of Insurance 
received from the Virginia Press Association 
proof of the publication of the public 
notice of this hearing, as directed in 
your Order. 
I would ask that this be received 
for the record and marked as Exhibit A. 
COMMISSIONER BRADSHAW: r"t will be 
so received. 
Any other preliminary matters? 
(No response) All right, Mr. Marston. 
























:( \ .. 23 
24 
514. 
JAMES H~lT, a witness called by and 
on behalf of the Staff, resumed the witness stand and 
cross-examination continues as follows, viz: 
CROSS EXAMINATION 
BY MR. MARSTON: (Continuing) 
Q Mr. Hunt, for the record, I wonder if 
you would give us the generally accepted definition 
of the term "earned premiums"? 
A I would say that the definition is 
premiums collected less the change in reserves. 
Q , Premiums collected less the change in 
reserves? 
And you believe that that definition 
would work under any normal meaning attributed to the 
term "earned premiums"? 
A That's -- I think that's the general 
definition. 
Q All right. Thank you. 
Now, would you turn to Page 12 of the 
proposed regulation, please? 
Subsection A, Paragraph 1 through 4, 
basically tell us what happens, or how we apply the 
actual case ratio to the acceptance range in order to 
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Hunt - Cross 515. 
derive case rates; is that a fair statement? 
A That sounds okay. 
Q ·All right. Now, if the actual case 
ratio falls within the acceptance range, then, as I 
read Subparagraph A(2), there would be no deviation 
from the prima facie rate established under·Section 10; 




All right. Now, if we look at the 
definition of acceptance range on Page 17, it appears 
that any actual case ratio that is within the numbers 
point eight o two point one two o, in the case of the 
lowest earned premium volume class there would not 




That's an accurate statement, is it 
That's correct. 
All right. Let's assume a hypothetical 
insurance company has sixty thousand dollars in incurred 
losses and a hundred thousand dollars in earned premiums 
and no investment income; let's just leave that out for 
the moment. 
He would have a loss ratio of sixty 
percent, would he not? 
A Yes. 
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Hunt - Cross 516. 
Q And using the definition of actual 
case ratio, he would have an actual case ratio of 
one point two, I believe, would he not? 
A Yes. 
Q And, assuming that he has credible 
experience, under the regulation he would not be 
permitted to deviate his rates from the prima facie 















( ·. 23 
24 
A "t7ell, I would have to quarrel with 
your comment about assuming he has credible experience. 
This regulation speaks for itself. 
But generally your statement is correct. 
Q All right. Now, --
A Technically if I could expand my 
answer, experience is not very credible in that instance. 
That's why no deviation would be following. 
Q Well, we could add another zero on the 
end of each of the numbers in the hypothetical and he 
would have credible experience. In o~her. words, take 
any hypothetical si·tuation, if you've got credible 
experience and a sixty percent loss ratio, as I under-
stand the regulation, the insurer would not be permitted 
to make any rate change. 
That's a fair statement, isn't it? 
A (Witness looking at paper writing) Well, 
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Hunt - Cross 
I guess I would want to reserve comment on what's 
credible and what isn't credible. 
517. 
·Surely, it's not fully credible at 
that premium level, but it does have some measure of 
credibility. 
Q Well, it's not hard to conceive of an 
insurer having credible experience. I'm sure you would 
grant me that. 
A Credible? Ten percent credible, twenty 
percent credible, but not fully creaible at those 
premium levels. 
Q If the insurer in our hypothetical 
has premium volume on all of its commercial bank 
accounts, or let's say as to a given commercial bank 
account which is somewhere between fifty thousand and 
two hundred thousand, then, under the definition of 
acceptance range the range of point eight o to one 
point two would apply to the determination of case 
rates in that instance, would it not? 
A Yes. 
Q All right. Let's assume that our 
hypothetical insurer is making rates for that particular 
case, okay, and we've got the hundred thousand earned 
premiums and the sixty thousand in incurred losses: 
now in that set of facts, the insurer would not be 
SUE TRAYLOR • COURT REPORTER 
























Hunt - Cross 
permitted to make any rate adjustments under the 
regulation would he? 
A .That's correct. 
518. 
Q Thank you. Now, when you -- excuse me. 
Miss Mintel, I believe, defers to you on any questions 
about the applicability of the actuarial formulas or 
the ratemaking formulas in the regulation. 
Did you give any consideration to how 
the use of a concept such as the acceptance.range can 
legally or properly be employed in Virginia? Did you 
ask for any guidance on that p~int, or did you give it 
any consideration at all? 
A Yes, I did. I believe the statute has 
someBnguage in it about, should achieve a fifty percent 
loss ratio or reasonably be expected to achieve a fifty 
percent loss ratio. I don't quote it exactly. 
But it's in the sense of can be expected 
to result in a fifty percent loss·ratio. 
Q All right. 
A That, I believe, the acceptance range 
concept is entirely consistent with Virq~nia ·law. 
Q All right. Well, under the language 
you just referenced, if an insurer had a sixty percerit 
loss ratio and wished to file rates desiqned to reduce 
that to fifty percent and he' could show on the basis of 
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Hunt - Cross 519. 
this historical experience that those rates can 
be reasonably expected to produce a fifty percent 
los~ ratio, you·would be talking about a situation 
in which insurer would be able to increase his rates, 
would you not? 
A Well, I don't believe the statute 
guarantees the insurance company or the creditor 
a fifty percent slice of the action. It sets up a 
pos$ibili ty that the insurance company, over time,. 
will achieve that loss ratio. 
But for smaller size cases there can 
be quite wide swings and the experience of any one 
year is not reflective of what experience may be 
over time, nor would the experience of three years 
be reflective in an observation over a longer period 
of time. 
Q All right. Let's take a look at another 








Page 13, we have set out a provision which permits an 
insurer to seek a rate other than that produced by 
the regulation if he feels it is not giving him, and 
apparently the creditor, a fair return. 
Toward the middle of the page, the 
regulation appears to require evidence of benefits 
received by creditor to be introduced in any such 
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Hunt - Cross 520. 
proceeding. 
I wonder if you can tell me what the 
basis in the statute is for this type of requirement? 
A I don't have the statute in front of 
me, but I will discuss that the statute does indicate 
that the creditor or the insurer both should have a 
fair return. 
I stated last time I believe that the 
who~e history of regulation of this business, which 
has focused around fifty percent loss ratio, is a 
history of a tug-of-war between those who think the 
fifty percent loss ratio is more than a fair return 
which on one, and on the other side those who think 
the opposite. 
So, I believe that the fifty percent 
loss ratio in the normal situation is a fair return. 
If we go back to Mr. Per.mar•s situation where there 
are no losses, in that instance when the case of very 
low loss ratio or very low claim rates, I think that 
is the appropriate "time for the fair return provision 
to be ilvoked. 
For example, if the losses are five 
cents, the rate should not be ten cents; it should 
be something more. 
Q Well, the language that I'm concerned 























Hunt - Cross 521. 
~ 
about now, that is evidence of benefits received by 
the creditor, I'm just concerned about what the basis 
for_including that is. 
I believe the statute says that the 
rates, the premium rates shall be reasonable in 
relation to the benefits provided. And I'm. just 
wondering if you think that means benefits provided 
creditors, or doesn't it really mean benefits provided 
to the insurers? 
A Well, that historic language would 
refer to benefits provided to the insured. 
Q To the insured? All right. Now--
A That, of course, is language which 
appears throughout the United States in the insurance 
statutes, not only in credit life insurance. 
Q There is a· list of the types of 
benefits received, allegedly received by the creditor. 
The first one is direct ser.vice fees and other direct 
or indirect services or benefits provide~ by the 
insurer. 
Can you tell me what that means, the 
portion of it that refers to other direct or indirect 
services or benefits provided by the insurer? 
A It looks like a catch-all to me. 
23 Whatever couldn't be thought of by the writer would 
24 
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Hunt - Cross 522. 
fit into that. 
Q And the second one is reduced bad debt 
write-offs. Assuming, arguendo, that it's even proper 
to consider this type of thing in ratemaking for rates 
to be charged to the insured, how would you place a 
value on, or identify the dollar value of, ~educed bad 
debt write-offs? 
A Well, I think it would be difficult 
to do that. There exists a study done on the west 
coast years ago that tried to get at that number, and 
it has been quoted from time to time. 
Q A study on the west coast a few years 
aC1o? 
A Yes. What a creditor would have lost 
had no credit life insurance been available. 
Q Isn't that inherently unknowable? 
A Well, in making insurance rates one 
has to deal with lots of unknowabies to make reasonable 
judq.ments about them. I'm suggesting there is a study 
that gives some numbers. 
Q Can you identify the study? 
A Not offhand. But it was done by the .--
I believe it was done by, or done in connection with 
supervisory authority over small loans, personal property 
brokers in California, perhaps. 

























Hunt - Cross 
I think that if it's necessary to 
supply that study it could be done. 
Q Does that study deal with reduced 




I don't recall. I don't think so. 
Well, independent of the study, can 
you give us any thought as to how this·Commission would 
be able to determine that but for the existence of 
insurance a particular debt would have gone ·bad, or 
any group of particular debts would have gone bad? 
A Well, at the least it could be --
Q Doesn't that assume that in the absence of 
insurance you are going to have bad debts when you re_ally 
can't know that that would be the case? 
A Well, I'm sure that business here in 
Virginia has some bad debts. Those are identifiable. 
Q Well, sure, the bad debts are identifiable 
but the problem is where they are "insured if the 
individual died the loan is repaid, and there is no way 
to know whether the. individual, if the individual had 
been uninsured and died his estate would have been 
unable to satisfy the obligation. 
Is there -- I mean, are we really 
engaged in just an awful lot of speculation by assuming 
that insurar.ce precludes bad debts? 
!if)2 











Hunt - Cross 524. 
A Well, let's suppose that bad debts 
normally run five percent, then, that would be the 
upper limit for "the assumption about the worth of 
this insurance in limiting bad debts and a lower 
limit would be zero percent, and using the study 
in judqment some interim number could be arrived at 
that would be reasonable, I think. Somewhere between 
zero and five, in the example I've given. 
Q All right. How would you apply that 
10 type of reasoning to collection costs? 
11 A (Witness did not answer) 
12 
Q Would we have to make a study of what 
collection cos·ts are? 
13 
A I would think collection costs would 
14 
be subsumed into the other study. 
15 
Q Which other study? 
16 A In arriving at some reasonable number 








that it would be necessary to identify specifically 
collection costs. 
Q The next item in this list of benefits 
is investment income earned on credit insurance premiums 
not otherwise considered in this regulation. 
What is that? 
A I testified earlier that a creditor 
SUE TRAYLOR - COURT REPORTER 
1 Hunt - Cross 525. 
2 derives significant leverage of the financing of the 
3 single premium for the life insurance. Very specific 
4: estimates could"be made of returns from that financing 
5 
leverage in 
Q You mean when the creditor loans the 
6 
debtor money with which to pay for the insurance? Is 
7 
that what you are talking about? 
8 
A That's correct. 
9 Q You mean, his income from a loan of 







the insurance in the first place? Is that what you 
are saying? 
A In my opinion, it should be, yes. I'm 
not saying all of it should be; I'm saying that some of 
it should be for these reasons: The creditor has no 
risk in extending the single premium loan be9ause if 
' 
the debt goes bad he has theinsurance company for it 








is no risk there that he won~ get that portion of the 
loan back. 
Therefore, if there is no risk some 
lower interest assumption should be. attributed to the 
extension of that debt, not to mention that the loan 
is made more secure. The loan itself is made more 
secure. 
5fi4 
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1 Hunt - Cross 526. 
2 So, some very specific estimates 
3 could be mad~ if necessary, on this point. 
4 Q ·well, in your answer there you've 
5 
modified or qualified the, I believe, restrictions 
6 
set out in the regulation. It doesn't say that some 
of the investment income would be applied to, in effect, 
7 
lower the premiums, does it? 
8 
A Yes, it does. It says: Not otherwise 
9 considered mthis regulation. 
10 Q All of the investment income, not 













cost of the insurance, isn't it, as a result of this 
language? 
A I don't read it that way. 
Q All right. Let's look at another portion 
of the regulation. 
A , You mean you don't want to ask me about 
the Rule of 78? (Laughter in the courtroom) 
Q No. I'm going to let J~ck Edmonds do 
that. 
On Page 23 of the regulation, you have the 
annual review sectiqn. I was wondering if in your 
experience you had seen in other states any similar 
provision in operation? 
A This language appears in New Hampshire's 
24 regulation, and it's in operation. Have I seen it? No. 
~(;5 

























Hunt - Cross 527. 
Q All right. Do you have any information 
about, or understanding of, how a similar provision 
has worked in any other states? 
A Well, I consider this provision in 
this sense: That first of all it calls for an annual 
review, and that's not an audit. And the items required 
to be reviewed are those items that any insurance company 
which wishes to do, or rather to be, shall we say, a 
good business man would make sure that these things 
are being done. 
Otherwise, I think the directors of 
the insurance company could be subject to suit if they 
were so lax in the administration of the business that 
they allowed some of the things that were required to 
be checked here to go on. 
I considered simply to require the 
insurance company to engage in good business practices, 
and I don't think it goes substan-tially beyond that. 
Q All right. Well, I had a great deal 
of difficulty in eliciting from Miss Mintel exactly 
what was meant by the requirement that a thorough 
annual review be conducted of the f_ive categories of_ 
operation set out in Section B. 
What do you think would be a thorough 
review annually by insurance company X of the fact that 
SUE TRAYLOR • COURT REPORTER 
























Hunt - Cross 528. 
creditor Y is properly performing all those five 
functions? 
A -Well, I don't know if thorough is the 
word of art here or not. But if I were given responsibility 
for enforcing this regulation, I think I would require 
each insurance company annually to have one of its 
auditors or other persons visit the client and ask some 
questions and check out some applications of rates and 
refunds and perhaps spend a day at each client. 
I think -- by the way, well, I don't 
know that this is done in the normal course of business 
practice by an insurance company, but my experience, 
which is not with credit life insurance companies, 
insurance companies employ auditors to engage in this 
sort of activity with respect to the business it 
conducts. 
Q So, if you were going to stay here in 
Virginia instead of going back to Massachusetts you 
would be satisfied if an insurance company produced 
evidence of the fact that it had sent an auditor and 
spent one day with each creditor looking at the 
records on the rates that were being cha~ged and the 
refunds that were being made and how the claims and 
complaints and so forth had been handled? 
What happens if evidence turns up that 
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Hunt - Cross 529. 
in a given instance a refund, the proper refund had 
not been made? 
·Is the insurance company warranting 
that no such episode has occurred when it conducts 
its annual review, according to your model? 
A No warranty applied here. 
Q So, it' s sort of a de minimis good faith 
type of effort, you qo out and take a look for one day 
and if you don't see anything that's the annual review, 
right? 
A Maybe two days for a larger creditor, 
but these are sort of routine things here. The credit 
the insurance company gives somebody else his rate 
book and that other person, who may or may not be well 
trained, uses it. It's pretty important to make sure 
he is using it right, similarly that the proper refunds 
are being made. 
Q You say that's a pretty routine -- it's 
not routine to determine that in the case of every refund 
made in a year, though, is it? 
A Well, I'm sure you are acquainted with 
the type of investigations that are made under the 
auspices of the State Corporation Commission, I'm sure, 
of small loan companies, bank examiners go in to just 
check established ways of doing this. In case of the 
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Hunt - Cross 530. 
Insurance Department, it might satisfy itself or be 
satisfied with an explanation by the insurance company 
that the bank examiners have covered the point of 
refunds or the other points. 
This isn't a big --
Q Do you think it might be a good idea 
to rewrite this section a little bit, provide a little 
more definitive guidance as to what is meant by thorough 
annual review? 
You are talking about a one-day visit 
where there is sort of a spot check, and I'm not really 
sure that everyone would agree that that is what the 
words "thorough annual reviewn mean. 
A Well, I don•t have any trouble with that 
point. If so, if it means something different from what 
I think it can interpr~ted to mean in its context, then, 
perhaps it should be removed. It•s not an audit. 
I think there is a substantial difference 
between an audit and a review. 
Q All right. On Page 18 of the regulation 
you have two definitions. One of them is -- well, there 
are actually more than two, but I'm concerned about the 
ones .in Paragraph 5 and 6, the definition of "case" and 
the definition of "class of business". 
These two definitions, when you plug them 
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Hunt - Cross 531. 
into Section A of the Section 11, basically, if I'm 
reading it right, I think tell us thatyou are making 
rates under a rather -- along class of business lines. 
That is, if an insurer has creditors who are auto 
dealers and then same other creditors who are consumer 
finance companies, the consumer finance companies are 
put together and automobile dealers are put together 
and the rates are made on the basis of the experience 
that those homogeneous subclassifications generate. 
Isn't that basically an accurate 
description? 
A I think so. 
Q All.right. Well, what -- just in terms 
of ratemaking philosophy-... .is the reason for ·segregating 
the expe~ienee .. along: elass of business lines? 
A Because the amounts of insurance would be 
on average quite different, I expect, and therefore 
the credibility of the experience would be different; 
it would take more lives, in the case of cash loans, 
to generate the same level of death claims. And that 
has to be taken into account mthe credibi~y theory 
that is built into the proposed regulation. 
Q Well, might not there be some other 
reasons like the fact that the operating characteristics 
of one type of creditor might be a little different from 
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Hunt - Cross 532. 
others or the types of clientele? One creditor might, 
on the average, tend to follow a pattern and those 
.going to another type of creditor might, on the average, 
tend to look at different -- you know, auto dealers 
might be dealing with generally younger people, for 
example? You know, consumer finance companies 
obviously have shorter term loans, on the average. 
Might that also not be one of the 
reasons for making rate of loans class of business 
lines? 
A Well, I don~t think so. I -- I mean, 
it seems to me that the factors you've mentioned are 
appropriately taken care of; say, in the case of 
younger people a regulation would require rates to go 
down eventually. 
I really think i~ primarily has to 
do with the credibility theory. 
Q Well, it would be desirable to preserve 
the mortality experience of one, at one type of creditor 
level if it was, on· the average, something different 
than the mortality experience, say, of auto dealers, 
wouldn't it? 
I mean, it wouldn't be desirable to 
have those loss ratios averaged if, you know, commercial 
banks generally have had a higher loss ratio than auto 
SUE TRAYLOR • COURT REPORTER 
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this type of classification, isn't itJ making rates 
along class of business lines? 




with the case rate method here. 
Why is that? 
Well, unless all of the commercial banks 
who are mixed in with auto dealers have less than fifty 
thousand in three years and all the auto dealers have 
less than fifty thousand so that the rates that emerge 
are the same for all types of cases within this combined 
class, you would have the rates following cases. 
Q 
is less than 
Well, where you have an account which 
which has less than fifty thousand 
dollars in earned premium volumes in three years, that 
would be the result, wouldn't it, if the account consisted 
of a~to dealers and commercial banks? 
A I think it really comes back to this, 
that unless one can identify a substantially different 
average amount, sure, in one case or the other that 
there's no reason to split apart, say, auto dealers and 
commercial banks. 
Othe~ states have split them in greater 
22 numbers. It's possible, but I don't think it's desirable. 
23 Q All right. One of the items or the 
24 
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Hunt - Cross 534. 
categories in the definition of class of business 
appears on Page 19, "Other Sales Finance". 
'That's not really a class of business; 
that's a type of transaction, isn't it? 
A (Witness did not answer) 
Q I mean, you can have different types 
of creditors engaging in sales finance transactions, 
couldn't you? 
A I would think so. I can't really 
give you an especially good definition of what that 
means. 
Q Now, if you had -- let's take consumer 
finance companies for the moment engaging primarily in 
cash loans but they also have some sales finance 
business, the way the regulation works is that, as 
I understand it -- correct me if I'm wrong -- is 
that they would have to separate that experience based 
upon whether it was insurance written in conjunction 
with cash loans or insurance written in conjunction 
with sales finance 'transactions. 
Is that right? 
A That's the way I read it. 
Q Why wouldn't it be preferable to have 
or let me put it this way: Wouldn't it be preferable to 
have the rates made for credit insurance written by 
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Hunt - Cross 535. 
consumer finance companies to be the same regardless 
of whether insurance is on a cash loan or on a sales 
finance transaction? 
What rationale in insurance ratemaking 
justifies having different rates coming out of the same 
creditors office just because, you know, one guy comes 
in and he's got a sales finance transaction, another 
fellow comes in, it's a cash loan? 
A Well, if it makes sense to split them 
in the first place, then, those who combine those 
classes out of one office take the advantages or dis-
advantages of that split in the beginning. 
You can't have it --
Q I'm sorry. I didn't follow that. 
A If it makes sense to split them in the 
first place, which the regulation does, the ~easons 
that I've described, then, I don't think it makes sense 
when someone happens to engage in both types of business 
to combine them. I mean, it's a case of -- it seems 
to be a case of there's some advantage to doing it in 
the be9inning and it would have to be consistent 
throughout. 
Q But don't you enhance credibility by 
combining them? You've got bigger numbers. It's the 
23 same insurance company. 
24 
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Hunt - Cross 536. 
A You would enhance credibility and 
because of the peculiar aspects of this regulation 
I think the creditor would be not interested in 
enhancin~ credibility. 
But I would be happy to argue it 
ought to be changed. 
Q Well, let's assume it's a good idea 
to enhance credibility. Why would it not also be a 
good idea to make a change in this definition so the 
consumer finance c~mpany or any other type creditor 
who happens to engage in more than one type of trans-
action that could be split apart by this definition 
to lump that experience and not have to, you know, 
not have his insurer have to generate two different 
rates? 
A Well, it would be necessary to make 
16 a rule that you must combine; that is, you don't 









A It would be necessary to consider 
whether in general in Virginia small loan borrowers 
may need a higher rate than car buyers, but if they 
do should car buyers be subsidizing small loan buyers? 
One will have to consider the arguments 
24 of splitting or combining. I think it doesn't matter to 
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more consistent method. 
Q .More consistent? 
A Well, in tracking a particular line of 
business' loss ratio.h my experience with small loans 
in Vermont, the average age was much higher than for 
auto loans, or at least on average much higher. So, 
if you are· going to combine them out of the same shop, 
then, you are going to have one class subsidizing 
another. 
I don't know if that's good or bad, 
but.that's going to happen: But in the beginning you 
have to decide whether splitting is a good idea or 
not. And if it is a good idea, then, it must be 
continued consistently through all types of creditors, 
whether they do business out of one shop or under one 
umbrella or not. 
Q Well, I think 'that we agree that 
splitting the experience which occurs at the same 
creditors office cuts against credibility because 
you've only got -- there is only one pie of experience 
that creditor can create. And this definition slice.s 
it up. 
You are aware that in the case of some 
creditors there is a ceiling on the amount of a loan that 
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you that in Virginia there is a ceiling. 
-So that that's another factor that is 
going to cut against the generation of credible experience 
because it effects the size of the policies. 
A Well, those classes of business have 
different interest rates, too. 
Q Right. But we are mostly concerned here 
9 with credibility, are we not, in the use of·these 















A I've conceded there would be more 
credibility. Your hypothetlcal is not one that prevails 
throughout all types of lenders in Virginia, I assume. 
Q Well, if a particular category of 
credito~ by virtue of the fact that there is a ceiling 
on the amount of the loan he could make and there is a 
ceiling on the size of policy and, hence, sort of a 
limit on the rate at which he can· generate credible 
experience, you've got that built-in institutional 
problem effecting credibilty at a level of one 
' particular category creditor. 
Wouldn't it make more sense, from the 
standpoint of this regulation, not to exaeerbate that 
problem by requiring him to further subdivide his 
experience based upon whether it~ cash loan or sales 
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Hunt - Cross 539. 
finance, thereby making even worse the problem, or 
making even more difficult, I should say, the problem 
of generating credible experience in the case of this 
particular type of creditor? 
A (Pause) Well, it's a curious side 
you are taking -- considering what I think to be the 
interest of your clients. I can't add to what I've 
already said. 
MR. MARSTON: I have no further 
questions. 
COMMISSIONER BRADSHAW: Mr. Breeden. 
MR. BREEDEN, III: Mr. Buford has 
a plane to catch. 
MR. BUFORD: May I go ahead, sir? 
COMMISSIONER BRADSHAW: Certainly. 



























BY MR. BUFORD: 
Q Mr. Hunt, when were you first engaged 
by the Insurance Bureau to participate in this matter? 
A I was first contacted, but not engaged, 
last Spring, I think in April or May. 
Q Of '77? 
A Yes. 
Q And by whom were you contacted? 
A Miss Mintel. 
Q And after that contact, there came a 
time when some sort of arrangement was agreed upon. 
A Well, I'm here at no cost to the State 
of Virginia except expenses; and that's the arrangement. 
Q This is an accommodation to the Virginia 
Bureau by the Massachusetts Bureau? 
A You might say so, yes. This is my 
hobby. (Laughter in the courtroom) That's closer to 
the truth. 
Q Picking up upon that comment, that this 
is your hobby, is it fair to say, Mr. Hunt, that the· 
substance of your testimony so far, you've said a single 
premium rate of something in the order of seventy-eight 
cents per is excessive? 
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Hunt - Cross 
Yes. 
And this is true, because in your 
541. 
opinion it results in excessive profit to the insurer 
or the creditor; is that true? 
A It's an exeessive rate to the debtor. 
I don't know anything about profitability of creditors. 
Q Well, would it be excessive if the 
8 creditors and insurers were losing moDey at that rate? 
9 A Well, it would depend on a lot of 












results -- well, I think I've described what my 
philosophy was in my opening statement. 
Q Well, that's the source of this question. 
I took it from your opening remarks that yo~ having given 
careful study over some years to this, going back to the 
60s, have reached the conclusion that the rates were 
too high and that this was because, in your view, the 
creditor and/or the insurers were in effect enjoying 
rip-off type gains from this type activity. 
A Well, I don't think you quote me there. 
I don't think I've used that term sub-privately. 
Q 
A 
Have you used it privately? 
Used that privately about a number of 
~ issues that offend me. 
23 
24 
Q Have you used it in the context of the 
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A I don't really know. 
Q 'But you consider it an appropriate --
A I suppose I have. Seventy-eight cents 
is a high rate. Yes. 
Q And is it high because of the people 
who are participating in that rate; the creditors and 
insurers ar~ in your judgment, receiving too much 
money? 
A From the insurance, yes. 
Q For the insurance they sell? 
A Yes. 
Q Now, have you ever made a judgment as 
to whether that excessiveness is more substantial in 
the case of creditors or in the case of the insurers? 
Who is benefiting most excessively or 
. ' th more excess1vely between ose two? 
A The creditors. 
Q And this is why you said in your direct 
testimony that you really felt that the creditors ought 
not to participate in the premium but should be 
satisfied with the profit they made on the financing? 
A That's correct. 
Q When did you form the judqment that you 
say you have that premiums in the order of seventy-eight 
58:1. 

























Hunt - Cross 
cents are excessive? 
A Oh, 1967. 
543. 
Q And how did you come ·to that conclusion? 
Was this a product of some~udy that you conducted, or 
distinctive feeling? Or, how would you justify that 
conclusion that you drew? 
A Well, I could refer you, I suppose, to 
my opening statement before the Senate Subcommittee in 
1967 for a full explanation of how I got to. that feeling. 
Q You had mentioned that. I take it that 
on that occasion and on other occasions you have expressed 
these views in a public way? 
A Yes. 
Q So that your views as to the excessiveness 
of premiums for credit life are fairly well known in the 
insurance industry? 
A Yes. 
Q Did the Bureau· of· Insurance here in 
Virginia contact you, or did you contact them? 
A The Bureau of Insurance contacted me. 
Q Based upon what was said in that contact, 
or in subsequent conversations, can you state whethe~ 
they were aware at the time you were contacted of your 
views concerning the excessiveness of credit life insurance 
premiwn rates? 
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Hunt - Cross 544. 
A I can't say. I was -- my name was 
mentioned by another some time consultant to the Bureau 
and. I don't know what he told them, and I haven't asked. 
Q Have you ever had occasion prior to the 
contact in April, or the Spring, by Miss Mintel to 
discuss your views with any person associated with the 
Virginia Bureau of Insurance? 
A I don't believe so. It's possible that 
I ~ght have corresponded with -- well, probably talked 
with Commissioner Parker years ago about it. But, 
since then I don't believe I've had any contact with 
the Virginia Bureau. 
Q Did your interest in this lead you to 
participate in studies or discussions or seminars at 






Did that ever take place in a public 
Yes. 
Q Do·you know whether representatives of 
the Virginia Bureau were present on those occasions? 
A I don't. I'm sure they were present-at 
the meetings. Whether they were at the -- at the general 
meetings. Whether they were present at the Credit 
Insurance meetings or not I don't know. 
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Hunt - Cross 545. 
Q Is it fair to say, Mr. Hunt, that you 
are not here today as an objective expert seeking to 
ascertain whether credit life insurance premiums in 
Virginia are excessive but rather that you are here 
seeking to support your thesis that they are excessive? 
A Well, I thi~ I'm here as an actuarial 
consultant. 
Q With a preconceived judgment as to the 
result? 
A Based on my study or based on my 
observation of the study done by the Bureau. 
COMMISSIONER BRADSHAW: Mr. Buford, 
have you ever seen an expert witness in court 
that did not have a preconceived position? 
MR. BUFORD: I've never employed one 
that didn't have. (Laughter in the courtroom) 
BY MR. BUFORD: (Continuing) 
Q Would you turn, please, to Section 15 
which is on Page 23 of the draft. And I would like to 
explore a little bit more your understanding of what 
the insurer would be obligated to do in conducting 
SUE TRAYLOR • COURT REPORTER 
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2 thorough annual reviews in the event this regulation 
3 is adopted. 
4 If I understood your testimony earlier 
5 this morning, it was that a casual visit for about one 
6 day to check out the matters suggested here was what 
7 you think the regulation has in mind? 
8 A I did not use the term casual. It would 
9 seem to me that in the case of most creditors, except 
10 in possibly the case of extremely large creditors, that 
11 someone well trained could make a deter~nation in the 
c~ 
·.._ 12 course of a day that the proper insurance rates were 
13 being used by an inspection of the rate books and 
14 Q Well, let's explore that. Suppose the 
15 particular creditor happens to be, for an example, in 
16 a United Virginia Bank Shares, which happens to be the 
17 largest banking institution in Virginia with some sixteen 
18 subsidiary banks and one hundred sixty-five branch 
19 offices, could the insurance company that writes the 
20 
insurance through that creditor make a thorough annual 
21 
review of that creditor by a one day visit to Virginia? 
22 
A Well, I think perhaps I spoke carelessly. 
C. 23 I had in mind that an office would be inspected for a day 
24 
so that if there were one hundred sixty-five offices it 
585 


























Hunt - Cross 547. 
might take one hundred sixty-five days. 
Q And if that same insurer also insured 
through three or four other bank holding companies in 
Virginia which had three or four hundred additional 
offices that would mean another three or four hundred 
additional days of inspection? 
A Well, yes. 
Q Now, in making that inspection among the 
things that he is required to do because it says: Shall 
include but not be limited to (1) a determination that 
the proper insurance rates are being charged. 
Now, did I understand your testimony to be 
that a sampling method could be worked out by which the 
auditor for the insurance company could examine the sample 
of the loan cases and compare that with the rate book, 
proper rate card and verify whether the proper rate was 
being charged? You would have in mind some s~ling 
technique? 
A Yes. 
Q Did you consider what size sample would 
have to be used in order to satisfy 
here? 
the requirements 
A Well, I don't really see this provision, this 
r;R6 · 

























Hunt - Cross 548. 
section here, as being, for example, the subject of 
an insurance department regulation. Rather, it places 
upon the insurer a responsibility to do these things 
or to satisfy itself that these items here are being 
properly dealt with by creditors who handle the 
insurance. 
Q You say it•s not properly part of the 
regulation? Are you now saying this should be deleted 
from the regulation? 
A No. I said I did not see that this 
section would itself call for a regulation eliciting 
procedures by which an insurance company had to do 
these things. I think 
Q What would be -- excuse me. 
A I think I • ve been drawn into, perhaps, a 
misdescription of what I understand this to mean. It 
means that the insurer has a responsibility to satisfy 
itself that these five items are properly being taken 
care of. 
Q What are the consequences of failure to 
do that? 
A Well, that would depend on the -- who is 
alleging failure and normally in the business of insurance 
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2 corrective action is required. 
3 If, for example, some other party were 
4 interested, perhaps, on a complaint allegations were 
5 made of fraud or something like that, in that case 
6 there could be lots of different actions which flow. 
7 Q Would it be possible in your view that 
8 if an insurer failed to conduct a thorough annual review 
9 as contemplated by Section 15 that its license to do 
10 business in the State could be revoked by this Commission? 
11 A Well, I would think that in the nor.mal 















But that's. the ultimate threat isn't it? 
Yes. 
COMMISSIONER BRADSHAW: Mr. Buford, 
I'm going to ask you to testify. What does 
your -- what policing now takes place by the 
insurer that insures, say, your bank? 
MR. BUFOlW: I honestly don • t know. 
I'm here representing Mr. Oglesby and I 
believe that his company occasionally sends 
people around to.check the files. I will 
have him on the stand and let him answer that. 
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Hunt - Cross 
I don't know the answer, so I hesitate to 
try to testify. 
BY MR. BUFORD: (Continuing) 
550. 
Q Item 2 is to determine the proper refunds 
are being made. Now, again, I'm not looking at the 
sampling process here; I'm looking at the concept. 
How can the auditor of the insurance 
department dete~ne that proper refunds have been 
made and can he do so without contacting the borrower? 
A Well, I would think that the creditor's 
records would evidence any refunds of -- by the way, I 
read this to mean life insurance premiums, not refunds 
of unearned finance charqes. There has to be an 
accountinq between the creditor and the insurer for 
premium refunds. 
Q Does Number 2, then, contemplate that 
the auditor would be to simply verify from the bank 1 s 
records that he calculated the refund correctly? 
A Yes. 
Q And is it likewise true that he does not 
contemplate the insurer going out and verifying that 
that correct amount was in fact received by the borrower? 
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Hunt - Cross 551. 
A Well, I would think that the insurance 
company would want to make sure that the money 
that technically it's refunding through the creditor 
gets to the place it ought to get to. Otherwise, 
the insurance company is open for all kinds of 
allegations. 
Q And, so to do that there would have to 
9 be, at least on a sampling basis, a contact wi.th the 
10 borrower, would it not? 
11 A Not necess·arily. It could be done by 
12 reviewi~g correspondence, L suppose, cancelled checks. 
13 But I. think mainly just a review of the 
14 calculation by whiCh the loan or other credit transaction 
15 was terminated or refinanced. It has got to be _a 
16 calculation sheet. The creditors must keep records of 
17 those; they've got to have some evidence to show the 
18 insurance company. 
19 And it's just a matter of checking whether 





bottom line which is cash return to the borrower or 
credited to the next loan or whatever. And I don't 
know that it's necessary to trace where that bottom 
line ends up. That's really the responsibility of the 
·~qo 
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2 banking examiners, I would think. 
3 Q Number 3 says a determination of -- that 
4 all claims are being filed and properly handled. 
5 How could you verify that without ascertain-
6 ing whether -- without ascertaining which of the borrowers 
7 had in fact died? 
8 A That's a_ good point you make. 
9 Q Likewise, in 5, a determination that the 
10 creditor is promptly and fairly processing complaints 














Would it be necessary there to review 
all correspondence from borrower~ to -- and, then, 
pursuing each complaint to see whether or not it was 
in fact properly handled and processed? 
A That sounds to me like a general inquiry 
of the. creditor. 
Q Did you consider in regard to Section 15 
that there are restrictions upon what banks, at least, 
can do as far as making available to people outside the 
bank of the records of its affairs? 
A No, I did not ·give consideration to that. 
I don 1 t see that's a problem. 
Q Well, if it is unlawful for a bank to reveal 
591. 
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2 records concerning its customers' affairs to someone 
3 not an officer of the bank or member of the Bureau of 
4 Banking, how could the bank provide the information 
5 even if it was inclined to do so to permit such an 
6 audit or annual review as this? 
7 A Well, I'm not aware of Virginia banking 

















business with insurance companies insurance companies 
were precluded from seeing to it that their insurance 
was being properly dealt with. 
Q Suppose the creditor simply refused to 
make available the information that the insurer would 
need in order to perform this annual review? What do 
you perceive would be the consequences under this 
regulation in that case. 
A It would be a problem for the insurance 
company, I would think. 
Q And, yet, it's perfectly willi~g and 
able to do all required of it but since the creditor 
won't cooperate the insurance company is the one that 
may at worst lose its license. 
A I guess it would make a business judgment, 
whether to continue or not with that creditor. 
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And suppose all the creditors of the 
3 group decided that the way to avoid the implications 
4 of this statute is nobody cooperates with ·the insurance 





- Well, I would not suppose that. 
In your judgment, would it be easier in 
8 terms of administrative efficiency within the 
9 commission, efficiency at the creditor level, and at 













to have a flat premium, single premium, level applicable 
throughout the Commonwealth for all types of creditors 
rather than this case rate basis? 
A Well, without implying it J: think -- don't 
think there is any big administrative problem with the 
case rate. 
Q So that if a proper figure should be 
arrived at, one that the Commdssion and industry all 
either agreed on or agreed not to dis~gree on, that 
would be an easier way to go than the course contemplated 
by this regulation? 
A It would be marginally easier. I think 
( ·. 23 
I testified that the statute seems to sugges·t that the 
case rate was appropriate here in Virginia. 
24 
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2 Q I believe you also testified that of 
3 the three ways which to qo one of them was the single 
4 premium; and, in fact, you indicated you thought fifty 
5 cents was about tne right level. 
6 A Yes. 
7 
8 COMMISSIONER BRADSHAW: Do you think 
9 that approach would be in compliance with the 
10 statute? 
11 
WITNESS HUNT: The approach of one 
12 rate for everybody? 
13 
COMMISSIONER BRADSHAW: Yes. 
14 
WITNESS HUNT: (Pausel Well, I should 
15 




But I'm going to speculate that it 
I 
18 
would be within the province of the commissioners 
to make that dete.rmination. It would be one 
19 
20 
of those situations, I suppose, where if nobody 
21 




BY MR. BUFORD: (Continuing) 
24 
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Runt - Cross 556. 
Q In any event, that was the system we 
had when the statute was adopted, was it not, because 
it's. the system we have now? 
A 
Q 
Yes, you are correct. 
One other question. At some point in this 
proceeding reference has been made to a cap on the 
participation by the creditor premium, and earlier in 
your answer to my question you reaffirmed your belief 
that the creditor ought not to p~rticipate at all in 
the credit life premi·um. 
Do you know of any situation or state 






been applied to the share of the premium that goes 
to the creditor? 
A Well, first, my commentary about the 
creditor not participating was a regul~tory goal that 








cap is used in some states. r can't tell you which 
ones. 
r consider it too easy to get around. 
It does have some marginal value in limiting up front 
money, if that is some desirable goal itself. 
Q Were you aware is it expressed in terms 
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I think percent of premium. 
Would you regard that as a desirable 
6 thing? 
7 A No, I don't think so unless there were 
8 some special circumstances. I mean, it seems to be 
9 considered of insurance companies because they can't. 















to watch out for insurance co~panies. 
But I don't really think it's -- I have 
had involvement wi~ regulation~ in two states and 
there ·is no cap on compensation in either of those 
regulations, and I believe -- well, I know the 
reason i~snot mentioned in the Model Regulation is 
that it's too easy to get around it, not necessarily 
insurance companies would offer higher commissions; 
that's not what I mean. But creditors simply form 
insurance companies and no commissions are involved. 
It's too hard to police the cap when 
you try to apply it to a back end. 
MR. BUFORD: I have no further questions. 
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Hunt - Cross 
COMMISSIONER BRADSHAW: Before we 
qo on to the next witness, Mr. Buford, 
earlier you prompted a question I wanted 
to ask you the last time we got together, 
you refer to the Richmond Resolution. 
I'm not familiar with that. Tell 
me what that was and who sponsored it. 
WITNESS HUNT: Well, when I first 
became interested in the subject matter it 
was about 1966 and I think that the NAIC 
meeting in ~chmond was in 1966, i~ :r•rn. 
558. 
not mistaken. I think it was in December of 
1966, but it may have been June. 
And the NAIC was meeting here and 
credit insurance had arisen again as an 
issue. And it was an effort on the part 
of the parties that I cannot recall at this 
time, but it was an effort by the NAIC to 
come up with some. guideline with what's 
reasonable. 
And, in general, as I recall it, some 
of us were arguing for sixty percent and the 
creditors and insurers were arguing for forty 
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Hunt - Cross 
percent, or at least that's anecdotically 
said. Fifty percent was what resulted. 
The Richmond Resolution was an 
NAIC Resolution which I think may have been 
559. 
slightly amended since then, but in which 
the NAIC went on record as recommending to 
commissioners in the various states that the 
fifty percent loss ratio was a fair measure~ 
the test that's set up in the statutes of 
most states that premiums should be reasonable 
in relation to. benefits or the other way 
around. 
COMMISSIONER BRADSHAW: But it got 
its name from the meeting here in Richmond 
rather than the Richmond interest promoti~g 
WITNESS HUNT: Oh, definitely. 
COMMISSIONER BRADSHAW: Okay. 
WITNESS RUNT: There is also the New 
York Resolution which has to do with the case 
rate system. It's a common technique used, 
a little like resolutions passed by legislatures. 
COMMISSIONER BRADSHAW: Mr. Breeden, 
let's take a short recess before we start back. 
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NOTE: The commission is recessed at 
11:14 o•clock A.M. Thereafter, the Commission 
is again in session at 11:25 o'clock A.M. and 
the hearing continues as follows, viz: 
CROSS EXAMINATION 
BY MR. BREEDEN, III: 
Q Mr. Hunt, I understood you to say back 
on September 15th when you began testifying that you 
went to Middleburg College or --
A Middlebury College. 
Q Did you obtain there some sort of degree 
in actuarial sciences? 
A No. That•s a liberal arts college. 
Majored in mathemati.cs. 
Q What type of d~gree did you get? 
A An A.B. 
Q In mathematics? 
A Yes. Well, I guess so. 
Q And I fW:ther understood you to say that 
you were Director of the Actuarial and Rating Department 
for the Commissioner of Insurance in Massachusetts; is that 
599 

























Runt - Cross 561. 
accurate? 
A My title is Director of the State Rating 
Bureau which I described as a kind of actuarial depart-
ment. 
Q And that's still your position? 
A Yes. 
Q In Massachusetts they have, is it a fifty 
cents rate? 
A Yes. Fifty cents per year per hundred. 
Q And they do not have any of these 
formulas that are incorporated in the proposed regulation 
here? 
A That•s correct. The rate appears in the 
statute. 
Q So that I think we've already established 
that these initial rates here that have. been referred to 
here t~e and time again is a sixty cent rate, it's 
actually a fifty-nine and a fraction rate for the initial, 
that is the first year or for a one year contract, and 
it declines each year up to ten years and eventually works 
down as an initial premium of forty-seven cents ·or there-
abouts, is it not? 
A For a ten year debt, yes. 
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2 Q And the rates, of course, after the 
3 initial period are, assumi~g that the loss ratio it 
4 doesn't. come up to what I ~ink you described as a 
5 fifty percent benchmark, then itts going to, in subsequent 
6 years, cause a decrease in the rate for a case. 
7 A Yes, if the regulation's arithmatic calls 
8 for it. 
9 Q 
And that's. sliding scale, if I may call it 
10 
such, through the period of the ten years would still be 
11 
operative when this proposed regulation is in full effect? 
(7. •. 12 
In other words, after the initial period 
13 
when you st~t with a sixty cent rate for a one year 
14 
contract, the sliding scale continues so long as this 
15 




Q So that whenever you state the rate 
18 
you are really .stating it for a one year contract and 
19 
the effect of this regulation would be in most instances, 
20 
at least according to the Bureau's study, a rate 
21 
considerably less than fifty cents; would it not? 
A Well, I would consider it actuarial 
22 
( ·. 23 
equivalent because of the use of investment. income. 
I was just saying it was a lesser rate. 
24 
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2 Q Well, th.e --
3 A I mean, it's a less number of cents 
4 per·hundred per year, that's true. 
5 Q Okay. If you assume that the average 
6 contract is twenty, twenty-two months or something on 
7 that order, the average number of cents that the debtor 
8 will be paying will be less than what he now pays in 
9 Massachusetts? 
10 A No, because you are assuming a fifty 
11 
cent rate. he.re in Vi~ginia. · The Massachusetts rate 
12 
is fifty cents. 
13 Q 




Q I'm also assuming the claim cost is on 
16 
the aver~ge something like what is indicated in the 
17 
Bureau's. sta~istical report. 
18 
A I think you are saying that if over time 
19 
the average rate gets down to,around fifty cents would 
20 




Q No, that's. not really what I'm asking 
23 
you. I'm saying that ass·uming that claim co·st is like 
twenty-one cents, then, you are going to end up with a 
24 
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H.unt - Cross· 564. 
forty-two cent rate or approximately for the first year 
3 and theri for the succeeding years you are going to end 
4 up with ·a lower rata.. I said for the first year, for a 
5 one year contract and for longer contracts you are going 






You described on September 15th a fifty 
9 percent loss ratio as an appropriate measure. I believe 
10 you used the word "appropriate n·. 
11 And subsequently you said that it was 
12 your view that the statute mandates a higher loss 
13 ratio. Is that correct? 
14 A :t hope I did not say that, either of those 










percent or more is prima facie evidence that the rate is 
not excessive. 
Q And, ~erefore, I understood you to say 
that the statute mandates that the rate,that ~e loss 
ratio be something_ greater than that in order to meet 




No, I don 1 t .• 
I.s that your 
I don't. think so. I think that the statute 
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2 uses the fifty percent number for reasons of its 
3 historical significance •. 
4 Q Well, do you see that fifty percent loss 
5 ratio as either. a floor or. a ceili~g to the rate? 
6 A Well, in a sense it's a floor or it implies 
7 a floor but the statute also has reasonably expected to 
s result in fifty percent. Asconsequence. a forty-five 
9 percent loss· ratio .achieved by a smaller creditor over 
10 a period of years would not fall outside the range such 
11 that that rate had to_ go down. 
12 
13 
Q Mr. Marston was proposing to you a situation 
in whi-ch the. loss ratio would b~ in the neighborhood of 














Actually, I think that 1 s.without taking 
into consideration investment income factor, because with 
the investment income ·factor you can actually drive the 
loss· rati.o somethi~g in excess· of sixty percent before 





And do you not· see any conflict between that 
situation and the l~guage of the Commission in its· ~uly 31, 
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'74 Order which may have been read to you previously 
in this hearing wherein the Commission said that this 
lat~er provision, referring to the fifty percent ratio, 
means that whenever an insurer can show that the 
pre~um charged or to be charged in connection with 
the policy form produces or may reasonably be expected 
to produce a ratio of losses incurred to premiums earned 
of not less than fifty percent. The Commission is by 
that fact alone precluded from finding that such premium 
is not reasonable in relation to the benefit provided by 
the form. 
13 Now, assuming that that is a correct 
14 interpretation of the statute, do you not perceive that 
15 regulation and its ratemaking formulas is in conflict 











Not at all. 
Well, if the insurer could show that his 
current experience is likely to produce a loss ratio of 
sixty percent, yet under the regulation he still is not 
entitled to any rate adjustment, you don't see any conflict 
there? 
A Well, you stated the question in such a 
way that I would have to say yes, if he could show, 
~(l5 
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demonstrate that the rate will result in a sixty percent 
loss ratio, then, he would be· entitled to relief. But 
there has to be some range of reasonableness here, 
because the statute doesn't guarantee fifty percent 
to the insurer/creditor but only sets up the possibility 
or the probability. 
Q we.ll 
A So, we have to have some range of 
reasonableness. If we are going to interpret the 
statute literally with respect to every case for every 
insurance company then we have to interpret it literally 
on the upside and on the downside as well. 
And it's a product of absurdity to do 
that. 
Q Where is any upside.o£ limitation expressed 
in the statute? 
A Well, all I'm trying -- I can't answer 
that question. What I'm trying to suggest is that 
a fifty-one percent loss ratio should not call for a 
change in rate nor should ~ forty-nine nor should a 
fifty-two or forty-eight. 
Q Unless the Legislature has said other-
wise? 
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But it didn't. It used the reasonably 
3 be expected to result in, which has within it the 





















Q Well, if you use your formula, don't you 
think your formula would be a reasonable projection? 
Doesn't the formula, in your view, contain or generate 
a reasonable projection of what. the experience is going 
to be? 
A Well, the formula is designed to set up 
a workable way of trying to achieve for a lot of different 
situations a fifty percent loss ratio over time. One 
starts out with a higher rate than seems indicated by the 
loss experience, in balance creditors are favored by that 
higher rate. 
And I think the balance within the 
regulation that says: All right, you have to provide 
some better showing than that, your loss ratio was 
fifty-two percent last year. In order to get a 
rate increase balanced by a similar provision that 
you have to-- that the Bureau, say, would have to 
show some better evidence than that. 
If the loss ratio was forty-eight percent 
to require a decrease. It has to be some reason within 
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2 this system. And I think that the for.mula sets up 
3 a quite reasonable system. 
Q But it will set up a system in which an 
5 insurer has a loss ratio in excess of fifty percent and 







That will be true on an individual case. 
Thank you. 
For reasons of credibility. And the 















Q You have the concept of an adjustment 
constant also used here. 
A Yes. 
Q An adjustment constant, as ~ understand it 
and maybe I don•t understand it -- is generally used by 
an insurance company in fixing rates, in arriving at 
rates as a safety factor; is it not? 
In other words, if it actuarily projects 
that its losses will be X, it has an additive factor, a 
safety margin, that it uses which is referred to as an 
adjustment constant; does it not? 
A Well, I've never seen this term used other 
than in this regulation. But in the context of this 
regulation, it serves to limit rate chanqes to those where 
A{)~ 
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Hunt - Cross 
statistically th~y seem to be justified. 
510. 
Q Typically, an insurance company would not 
subtract the margin of safety. Typically, you would add 
a factor for the marginal safety, though, would you 
not? 
A Well, I refuse to acknowledge that a 
concept of adjustment constant is one that applies else-
where. I think you are talking about something that is 
quite different; that would be the margin for contingencies, 
perhaps, that insurers would, it's true, add always to 
rate calculations to the extent they could get away with 
adding it. 
Q Are you familiar with the experience in 
washington, D. c. with ratemaking in credit life? 
A No, I'm not, except that I do know that 
there is a forty-nine cent rate, or at least there was. 
Q And do you have any knowledge as to the 
effect that has had on the availability of credit life 
insurance in Washington, D. C.? 
A No, I don't. 
Q You, therefore, could not deny that the 
availability of credit life insurance has been markedly 
reduced since the forty-nine cent rate went into effect? 
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A I could not deny that's the case. I 
would want to look at the situation because Washington, 
D. c. is unique and bordered by Virginia and Maryland. 
COMMISSIONER BRADSHAW: What was it 
reduced to? I mean, from? 
MR. BREEDEN, III: I don't know, sir. 
There will be some evidence on that. I don't 
know what it was reduced from, either. 
COMMISSIONER BRADSHAW: All right. 
BY MR. BREEDEN, III: (Continuing) 
Q Mr. Hunt, some .mentd.on was made, I think, 
by Miss Mintel of figures that she got on insurer cost 
from Prudential. I think also Minnesota Mutual and CUNA 
Mutual were mentioned. 
Do you remember there has been some 
testimony here about that? 
A All I remember is that I said that those 
companies for particular reasons generally did not charge 
the highest permitted rate and that if one subtracted their 
collective experience from that of all other companies and 
looked at the change in loss ratio that it lowered the loss· 
610 
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2 ratio three points. I don't recall. It came up in 
3 another context. Prudential itself did have some 
4 testimony. 
5 Q Those companies write insurance on a very --
6 an a different basis than companies in this business typicall~ 
7 write, though, do they not? 
8 They tend to write it on a group basis. 
9 A Yes, that would be true. 
10 Q Whereby they settle up with their participat-
11 ing creditors by a monthly net check, so to·speak. 
c~ 
· ... 12 A I think that that's the typical way in 
13 which those companies operate. However, I would want to 
14 say that Prudential, so far as I know, operates in all 
15 different ways except it does have some upper limit. on 
16 what it will charge. 
17 Q Well, assuming that they do operate on a 
18 group basis similar to what I have described, their cost 
19 per contract is going to be appreciably less than, say, a 
20 typical insurer who is issuing a contract on perhaps every 
21 credit transaction, a contract, or a certificate? 
22 A My understanding is that almost all the 
(_·. 23 business in Virginia is on a group basis done by companies 
24 
other than those you've named. Maybe almost all is over-
_1!-11 
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2 
stating it but I thought that most credit life business 
3 
in Virginia was conducted on a group policy basis. 
Q In answer to Mr. Per.mar, he asked you a 
5 
ques.tion in which he was supposing a situation in which 
6 
the loss ratio was varying, both below and above your 
7 
acceptance range. And I understood you to make a comment 
at that time that you thought it was highly unlikely that 
8 
9 
you would have that wide a fluctuation where you had a 
premium volume of the fifty thousand dollars over the 
10 
three_year period, which is roughly seventeen thousand 
11 
dollars a year. 
.... 12 




Q Are you familiar with the Bureau's study of 
15 
credit life in Virginia and the statistics that they give 
16 
with regard to premium income-loss ratios and the various 
17 




Q Are you aware that, for instance, connecticutt 
20 
General between -- and these are all between the years of 
21 
'74 to '76, a three year period -- that its premiums varied 
22 
(_·. 23 
from eight thousand to twenty-six thousand dollars and a 
loss ratio varied from twenty-three percent to eighty 
24 
percent? 61_2 
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A Well 
Q I don't really expect you to have these 
figures at hand. 
A It's irrelevant anyway, because under those 
circumstances Connecticutt General, under this regulation, 
would be using the sixty cent rate. 
Q But they would have quite a wide fluctuation 
even though they are well within the fifty thousand dollar 
I 
premium income class. 
A Well, assume the wide flu~tuation is due 
perhaps to some accounting anomaly but also to the low 
volume of business. 
Q All right. But they are still well in 
excess of fifty thousand dollars. 
A You told me that the premium volwne ranged 
from eiqht thousand to twenty-three thousand. 
Q Well, I should have said eight thousand, 
forty-eight thousand. I said twenty-six. I was mistaken. 
And that's. on an annual basis. 
A Yes. 
Q Not on a three year basis. 
A Yes. 
Q Similarly -- and I would simply like to read 

























Hunt - Cross 
these excerpts from the Bureau's. report into the 
record. 
575. 
Gamble Alden Company, premium income from 
fifty-e~ght thousand to sixty-one thousand annually, had 
loss ratios varying from forty-three percent to sixty-four 
percent. John Hancock with premium income varying from 
fourteen thousand to thirty-eight thousand, had loss ratios 
varying from seventy percent to one hundred thirty-four 
percent. Kentucky General with premium income varying from 
thirty-one thousand dollars to forty-two·thousand dollars 
annually over that same period of '74 through '76, had 
loss ratios varying from fifteen percent to thirty-seven 
percent. And, Standard Life of Indiana, premium incomes 
varying from fifteen thousand to. sixty-nine thousand, had 
loss ratios varying from four percent to sixty-four 
percent. Universal Underwriters with premium income 
varying from eleven thousand to twenty-four thousand, 
had loss ratios varying from eighteen percent to seventy-six 
percent. And, Washinqton Square Company with premium 
income varying from e~ghteen thousand to twenty-six 
thousand, had loss ratios varying from ten percent to 
forty-two percent. 
Does that surprise you that companies with 
~14 
SUE TRAYLOR • COURT REPORTER 
( -
(-
1 Hunt - Cross 576. 
2 that size premium income had such widely fluctuating 
3 loss ratios? 
4 A Well, it occurred to me as you were 
5 reading those that it's a pretty good a~qument for the 



















point range in which would cover without requiring a rate 
change. 
~y of those loss ratios you mentioned 
where there is either rapid growth or rapid decline in 
business loss ratios of the kind that appear in the 
annual statement are distorted by the vagaries of account-
ing under the use of the Rule of 78. 
Q Well, you may think that's a pretty good 
argument, Mr. HWlt, but you can only make that argument 




That • s correct. 
In that same study, isn't it true that 
the mortality rate is computed, that is the rate per one 
thousand dollars is developed by dividing the claims 
incurred by the average amount of insurance in force at 
the beginning of the year, of the calendar year? 
A That sounds fair. 
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And isn't it also true, or do you know, 
3 that some of the companies responding to the Bureau's 
4 inquiries reported initial amounts of insurance and others, 
5 in fact, reported average amounts of insurance outstand~ 
6 ing? 
7 A Well, if that's a question --
s Q No. I'm asking you whether or not you 
9 know that to be true? I mean, are you familiar enough 
10 with the study to be able to affirm or deny that that 
11 is the way the information was accumulated? 













and would have two comments. First of all, in the state-
ment instructions require the insurance to be reported 
on, as you call it, an average basis rather than on the 
initial basis. So, any company which reported on the 
initial basis did so erroneously. 
Secondly, all companies had a chance to 
comment on the numbers in that study, and I would hope 
that any companies which found the numbers to be incorrect 
would have corrected them. I know one or two did. 
Q Didn't. you say that, in fact, the numbers 
reported were not in many instances initial ·amount of 
insurance as opposed to the average? 
616 







Hunt - Cross 578. 
A I've got to have the question back. I 
didn't hear the first part. 
Q Didn't you say, as a matter of fact, that 
5 the amounts reported in that study were not, in fact, 
6 initial amounts of insurance in many instances, regardless 
1 of whatever instructions you say were given as opposed 
8 to the average insurance? 




Q I think there are a couple of negatives in 
there; it may be hard to follow. 
13 Do you know that the companies did not 
14 on occasion report initial amounts· of insurance as opposed 
15 to average amounts of insurance? 
16 A Well, you've asked the question wrong again~ 










Well, help me out; straighten me out. 
If you will pardon my saying so, I think 
you are asking me am I aware that some companies reported 
on an initial basis rather than the average basis. 
Q I was asking the question the other way 
around, whether or not you did state that that was not 
a fact? 
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2 A Can I state that that's. not a fact? 
3 Q That the figures do not include initial 
4 amounts of insurance as opposed to average amounts of 
5 insurance? 
6 A Can I state that the figures do not 
7 include initial amounts of insurance? No, I can't state 
8 that. 
9 Q To the extent that they do include initi.al 
10 amounts of insurance, the result is that the mortality 
11 rate is understated; isn't that true? 
· .. 12 A Not the mortality rate; the -- excuse me. 
13 
I beg your pardon. Yes .• 
14 Q That is true? 
15 A However, the testimony I've given earlier 
16 
in part takes into. consideration that might have happened 
17 by taking a list of loss ratios and seeing whether the 
18 
two observations are consistent, one with the other. 
19 
Q At P~ge 14 of the regulation, specifically 
20 
Section llA (·7.l tc) which beg:ins at .the bottom of that page, 
•' 
21 
this section is describi.?g how the interest credit or the 
investment income credit is deter.mined in the rate. calcula-
22 
23 
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2 Q And is it your understandi~g that the 
3 term .npremium reserves" means the gross unearned 
4 premium? 
5 A Yes. 
6 Q Now, when the premimn is paid does the 
7 insurance company_ get all the premium? 
8 A Well, (a) it doesn•t matter and (bl I don•t 
9 know. 
10 Q Well, let's reserve that judgment as to 
11 whether it matters or not, Mr. Hunt·. 
12 The insurer has to pay commissions; he pays 
13 whether you approve of them or not, at .least up until now 
14 commissions have been.paid. 
15 And there are premium taxes that have to 
16 come out of that, are there not? 
17 A Yes. 
18 Q So that the insurance company actually has 
19 somethi~g less. than the gross premium in order to set up 
~ that reserve.. If we may assume, for purposes of illustration, 
21 that out of a dollar the ·insurer actually receives sixty 
22 cents·, in order to set up his reserve he is going to have 
(_·. 23 to take forty cents of earned surplus _to make up that 
24 reserve, is he not? 
0 .rr.a:~ 
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2 A To the extent a large commission is 
3 paid. 
4 Q To the extent a commission, large, too large, 
5 too small, or whatever it is, to the extent any commission 
6 is paid the insurer is going to have to make that up out 
7 of earned surplus. 
8 A In the sense of an accounting entry. 
9 Q And your --well, he doesn't. have the money, 
10 does he? I mean, it's. just not there. You can say it is 
11 an accounting entry, but the premium -- a do~lars 
1 worth 
12 of premium, in my example, the company actually only has 
13 sixty cents; isn't. that correct? 
14 A That's. correct, considering a single insured. 
15 Q And if that is correct, the method described 
16 in Section llA(7l (.c) means that income received on the 
17 
insurer's own money is credited to the debtor7 
18 A (Pause) 
19 Q Question mark. 
20 
A Well, the investment income instruction here 
21 
is designed to set up a fair estimate of earned income or 
22 
premiums consideri~g inves.tment income ·sa that the incurred 
23 
losses may be related to those fair earned premiums for 
24 
purposes of the fifty percent loss ratio test. And a~l the 
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2 other ratemaki~g standards which follow and when I 
3 said in the beginning that it doesn't. matter, in my 
4 opinion, those· deductions which you mentioned which, of 
5 course, do occur in certain instances -- in other instances 
6 they don'~ except for premium taxes -- should not be 
1 taken down before computi.ng this investment income 
8 item. 
9 Q Why do you say that?· How is it taken into 
10 account? 
11 A Well, the end result here is. to try to 
(
"<;. 
.... 12 arrive at a fair es.timate of what the fifty percent loss 
13 ratio means. L intr.oduced a document which: suggested 
14 that the creditor., who after all is the end beneficiary of 
15 all thes.e calcul.ati.ons, derives substantial financing 
16 income from the single premi~ that the debtor himself 
11 
is charged an interest rate far in excess of the one 
18 mentioned in this section for purposes of financing a 
19 single premium. 
20 
So it seems to me only a modest rec~gnition 
21 
of. tho.se facts. to require that for purposes of. determining 
22 
earned incame against which one measures· incurred losses 
(. 23 that the investment income be cal.culat~d on the gross 
24 
unearned premium reserve. That also sets up a consistency · 
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among insurance companies which pay commissions -- which 
don't. pay commissions and those which pay dividends. and 
those which pay commissions. 
Q Are you saying that because the interest or 
the earnings -- it doesn't. say interest; it says investment 
income, but I assume in most cases that's. going to be in 
the form of interest are you saying then that because 
the actual return is greater than fiye and a half percent 
therefore it doesn't make any difference that you are not 
that the company doesn't actually have t~ amount .of money 
that you are charging them with having received interest 
on? 
A No, I'm not saying that. What I'm. saying is 
that the pro~er test is not what the insurance company has 
after it pays the creditor a commission, if it pays a 
commission often it does not, because in the end we 
are trying to. get at whether the creditor is achieving a 
19 fair return or not. And it would be nice ·to remember the 
20 debtor in all of this , too. 
21 So,. it's not appropriate to deduct from 
22 the premium a co.mmiss·ion paid to the ·creditor on the front 
23 end. 
24 Q Because that's the insurer
1 s. business if he 
6?.? 
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2 wants to do it that's.--
3 A It doesn't. have to be done that way. It 
4 can be done through the dividend route, or it can be done 
5 thr.o~gh the captive insurer's. company route .• 
6 Q So, therefore, you think that if the insurer 
7 decides that he wants to pay a commission that that is his 
8 business and that,therefore, there is nothi~g wrong with 
9 chargi~g him witn investment income on money he doesn't 
10 have? 
11 A Perfectly --
12 Q Or money that he has replaced with his own 
13 earned surplus? 
14 A PerfectLy appropriate if the creditor wants 
15 his money up front rather than at the end. Perfectly 
16 appropriate. 
17 Q The -- weLl, you made a comment back on the 
18 15th that the creditor was getting interest on the money 
19 that he loaned for the premium, which you did not think 
20 was ·appropriate. 
21 I understood you to say that you didn't 
22 think that was 
really the creditor should earn any 
( ·.. 23 interest on money that he has loaned to pay the premium 1 
24 
is that correct,. or have r misunderstood what you said? 
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A Well, I cantt. remember what I may have 
sai4 earlier. ·I did say that I tmouqht the creditor 
ought to be satisfied with the financi~g leverage, not 
to find more money within the insurance pre~um. ·And 
I may have said, but will say now that if indeed the 
creditor. sends alo~g the single premium -- in fact, he 
has made a loan, I would a~que, then, that the rate. at 
which that loan is financed ought to be at a different 
interest rate than that of "the loan transaction" itself, 
because· it's. a riskless loan, in the first place; and 
in the second place, it proves the security. 
Q Why is it a riskless loan? That was my 
next question. Of course·, some peop.le can pay the 
premium. If the man wants ·to pay the premium, he pays 
it in cash and there is no money loaned and there is no 
interest involved. 
Isn't. that r~ght? 
A It's. ·a riskless loan because if that debtor 
defaults: in the debt --
Q Let me withdraw that question. I realize 
I put two questions to you at once. I return to that. 
But, someone could, of course, pay the 
premium in cash,~ could he not? 
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I don • t know if that • s. possible. I 
Why not? --: 
~t may be possible •. I donrtknow that 





What makes you think it is not possib~e? 
~·ve just got a feeling if someone proposed 
9 to do that it would foul up the accounting in the rate 





(Laughter in the courtroom) 
Q Well, we are not supposed to. be guessing. 
we are doing a lot of speculating. 









Q Do you know what portion of the people do 
who have credit life insurance pay the premium in cash· 
with their own money? 
A That they take out of their pocket that 
they didn' t .. get from --
Q 
A 
Or write a check for? 
I have no idea. I would be very surprised 
( ·. 23 
if it was any, but --
24 
Q Well, returning to the question of the risklesf 
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2 loan, do I understand you to say that because if the 
~ 
3 man.,-dies the loan is. goi~g to be paid back? There is 
4 no risk to the. money that he is loaned, that has been 
5 loaned for the premium? 
6 A No. It's a little· like a premium of 
7 finance agencies and auto insurance.· · They make a loan 
8 and take as collateral the equity in the unearned premium 
9 and they never advance more than that equity and, therefore, 
10 I would argue for. those types of loans there is no risk. 
11 There is a risk in being sloppy in collection, 
12 I suppose·, but 
13 Q Suppose .the man simply doean•t. pay you? 
14 A In that case, I presume the creditor would 
15 proceed to foreclose or whatever one says ·in these kinds 
16 of transactions. In that case, the creditor would look 
17 to the isurance ·company for a refund of the unearned 
18 premium at the date of. terndnation of the transaction. 
19 And that
1 s. why I say it's. a riskless· loan. 
20 
The unearned premium is always available as a refWld from 
21 the insurance company. 
22 Q In your view, that would always be sufficient-
23 
to. cover whatever loan was made for the premium? 
24 A 
Well, it would depend on how long the creditor 
62G 
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2 let the. debtor get in arrears. But the refund of 
3 unearned premium, which is by the RUle of 78 and, there-
4 fore,. mor.e than I. like to. see, what would for practical .&·.: 
5 purposea cover the risk. 
6 Q Do you know or have any idea as to what 
7 Federal income tax ramnifications this regulation ndght 
8 have for insurers, if any? 
9 A lPause) 
10 Q Was that a consideration in proposing this 
11 regulation? 
(. 12 .. A well, there is some language in here about 
13 unearned premiums and I. know .that the trade associations 
14 get a little scared abo.ut the use of that language. I 
15 think,. though, that the Federal income tax situation is 
16 pretty well settled in these murky waters as a result of 
17 a recent Supreme Court case. 
18 I don't believe that, however, these reserves 
19 described will make any difference. 
20 
21 
MR •. BREEDEN, III: All r~ght.. Those 
22 
are my questions. 
c·. 23 COMMISSIONER BRADSHAW: Mr. Dobbins. . 
24 
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2 CROSS EXAMINATION 
3 BY MR. DOBBINS:: 
·'\ 
5 Q .Mr. Hunt, when were you-- maybe you've 
6 answered this question and I didn't. hear. ·You said you 
7 were contacted by Ms. Mintel in April of '76. 
8 A I think it was t 7"J. 
9 Q And when were you actually retained? 
10 Would you say a week or: two after that, or shortly after 
11 that? 
12 A Well, lawyers are retained. · 
13 Q Whatever word you want to use. I'm not 
14 going to. quibble with. you over words. 
15 Y~u are pretty_ good with them. 
16 A Well, Commissioner Stone has a rule about 
17 second jobs. in Massachusetts. And it prevents me from 
18 earni~g money on the side. I guess I'm sensitive. to 
19 working for free. 
20 
I was contacted in April, some time before 
21 the 22nd. 
22 
Q You were contacted and what developed from ,_ 
23 
the w:ere you contacted ~gain? 
24 
A Miss Minte~ called me and said that Phil 
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2 Presley had mentioned my name and --
-~ 
3 r Q Who is Phil Presley? 
4 A He' s. a casualty actuary whom I. worked with 
5 in the New Hampshire Department, who ia now a consultant 
6 expert and who has on occasion worked for the Bureau. 
7 And at .that conversation ~ ~greed to provide 
8 assistance to the Bureau of I.nsurance because it's. an 
9 area I. 1 m. interes.te.d in. 
10 Q Now·, have you provided that ass·istance to 
11 other Bureaus in other states? 
(:, 12 A Yes. 
13 Q iiould you care to say how: many? 
14 A Well, I. testified in California recently, 
15 and I. have worked in Maine, New Hampshire, Vermont, and 
16 I had contact with. ·Arkansas. About that many. 
17 Q Would it be fair to. say that since your study 
18 and your testimony before the Senate Subcommittee that 
19 you have .. generall~ endeavored to decrease credit life 
20 rates ·across the country? 
21 A From time to time if I. was in a position to 
22 do so. 
(·. 23 Q Have you ever been in a position to 
24 
recommend that the rates may be too low? 
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2 A I don' t. think so.· 
3 Q When you talked to Ms. Mintel, did you 
4 ask· her, when she inqliired as to ~our availability, 
5 did she mention what the cur.rent rate was in Virginia? 
6 A· I'm sure she did. 
7 Q And what did you say: My God, that • s. 

















A That's. close. (La~ghter in the. courtroom} 
Q Now,. havi~g been retained, or whatever you 
call it, what was your role in the preparat~on of the 
r~gulation, the proposed regulation? 
A Well, :r met wi.th Miss Mintel and we 
discussed the particular features of credit life 
insurance in Virginia that are of interest,. that have 
been discussed, and I s~gqested that the Model NAIC 
·Regulation, controversial as it has been in many states, 
seemed to have ·parti.cular relevance in Vi~ginia because 
of this L~gislative la~gu~ge and the apparent need to 
find a way in whicn·reasonably the fifty percent loss 
ratio might be zeroed in upon. 
Q Okay. 
A And I also s~~gested that she should gather 
the experience and made some ·recommendations in that regard. 
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24 
Hunt - Cross 592. 
Q Does that conclude your answer? 
Fine. A 
Q Now, we • ve talked about the Model NAIC 
Regulation from time to time, and I have committed to 
the Commission I will~get them in evidence. 
Would you identify that? 
A Yes. This is a copy of the Model Regulation 
which I reviewed last time. My initial is at the top. 
MR. DOBBINS: All right. I think we 
would ask that it be admitted. 
COMMISSIONER BRADSHAW: All right, sir. 
THE BAILIFF: Exhibit 17, sir. 
BY MR. DOBBINS: (Continuing) 
Q Now, I take it that you suggested to Ms. 
Mintel that the Model NAIC Regulation could be adopted 
to Virginia law. Is that a fair summary of your last 
answer? 
A Well, I. don•t know that I said that, but 
I thought it was appropriate for Virginia. 
Q But the point I guess I want to make is, 
and the question I want to ask you is: Did you have any 


























Hunt - Cross 593. 
role in the adoption of the regulations to Virginia law, 
or 4id you just simply suggest that she might, or somebody 
in the Virginia Bureau might, adapt it? 
A ·well, I can say specifically that I don't 
recall having any influence or any suggestions about the 
language which deals with fair return. And, otherwise, 
the regulation is either the Model or the adaptations, 
as you state them, are at my suggestion. 
Q And may I ask: When did you first see 
any draft of the proposed regulation? 
A Well, I think it was in June but I 1 m not 
positive about that. 
Q And at that time, had the Bureau made its 
study, or do you know? 
A (Pause) I don't know. I think the study 
was made quite quickly, at least of the '76 period. And, 
then, I suggested that the '75 and '74 be obtained. 
So I think that the 
Q You mean quickly after your April conversa-
tion with MS. Mintel? 
A I don't recall how quickly it was. 
Q You dontt know whether it was available 
before? 
A Well, let's see. I guess I do recall. 
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(Witness looking at pocket calendar) I came to Virginia 
3 
I ~ink in --well, I can't. quite tell. It was around 
4 
the end of May, and by that time the study for • 76 had 
5 
been done. It was in rough for.m, but the answers were 
available. 
6 
And I recommended that the study continue 
7 
8 
in order to pick up '75 and 1 74. 
Q Now, when you came in May, was there 
9 
a draft of the proposed regulation? 
10 
A I don't know. No. Well, I don't know. 
11 




Q None of it was presented to you? 
14 
A I really don't recall. I mean, the 
15 
proposed regulation is so much like the Model that I 
16 
wouldn't make any special notation about whether I saw 
17 
it or not. 
18 
Q The proposed regulation, as far as the 
19 
initial rate is concerned, was copied, end up with the 
20 
same result as the NAIC Model~ isn't that so? 
21 
A (Witness did not answer) 
22 
Q The point I make is that was inserted in 
C.- 23 the proposed regulation exactly as it came from the 
24 
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Q And it was inserted there certainly 
5 
before the conclusion of .the complete study? 
6 A Well, that's not ~ recollection because 
7 
my recollection is there was some discussion about what 
8 
rate should go into the Model Regulation and at what point 
9 
during the summer. 
The numbers were extracted from the Model 
10 
11 
and put into the proposed draft, or the draft. I don't 
know. 
12 
Q Well, the discussion was that rate to go 
13 
into the draft would be either.lower or higher or the 
14 
same as the Model, or do you recall that? 
15 
A Well, I 1 m sure that a variety of possibilities 
16 
was discussed. I think that mf recommendation right along 
17 




Q Now, was your trip to Virginia before or 
20 
after May 12th of 1977? 
21 
A (Witness looking at pocket calendar) I ,_ 
22 
have a lot of airline fleights to Richmond written down 
23 
on May 20, but I don • t think that is when I came. And 
24 
__ ..... 
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2 if that's an important fact it would have to be 
3 ascertained from Department records. I must have 
4 submitted an expense voucher. 
5 Q You don 1 t know. You have no record of --
6 your little book doesn't tell you? 
7 A No, it does not. Except a lot of airline 
8 fleights to Richmond written down on May 20th. That's all 
9 I can state. 
10 Q Would that --
11 A I don't think. I don't know if that's the 
(~ 12 day I came or not. It seems like it was a Tuesday that I 
13 came. It must have been. It could have been that week. 
14 It could have been Tues4~Y of that week, of the 20th of 
15 May. 
16 Q So it very probably was subsequent to May 
17 the 12th? 
18 A I think so. But I would have to check it. 
19 Q Now, you said, I think, in your direct 
20 testimony that the Virginia statute is unique among other 
21 credit life statutes. Did you say that? 
22 
A I think I did, yes. 
(·· 23 .. 
Q And the uniqueness is because of the fair 
24 
return to insure~/creditor provision? 
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A Yes. I think I should state that I 
haven't studied all the statutes so that language may 
.; 
appear elsewhere. But, to my knowledge, it doesn't. 
Q Now, in studying the Virginia statute 
it refers to ratio of losses incurred to premiums earned. 
How would you define ratio of losses? 
A How would I define ratio of losses incurred 
to premiums? 
Q No. What is the stio of losses? What are 
losses? What losses are expected or would you think was 
intended by the Legislature? 
A Well, the loss ratio concept is a carry-
over from casualty insurance. 
Q At this point, answer my question, if you 
will. What losses would you expect that the Legislature 
is talking about? 
A Losses means· claims. 
Q Claims? Okay. 
A Life insurance, credit 
Q Credit life would mean death. 
A In the case of credit life. 
Q There is no ambiguity at all in that 
phrase "losses", is it? 
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24 
Hunt - Cross 598. 
A I can't think of any. 
Q All right. And what does the phrase 
"premiums earned" or nearned premiums", what does that 
mean? 
A Well, earned premiums generally, in casualty 
insurance, means premiums collected adjusted for the change 
in premium reserves from year end to year end or from 
accounting period end to accounting period end. 
Q would you say that would be the same, 
have the same meaning on life insurance, credit life? 
A Well, the concept of loss ratio --
Q I'm just asking you, not the concept; I'm 
asking you now for the definition of earned premiums. 
A Well, I think I gave you the definition of 
earned premiums •. 
Q Okay. In your judgment there is no 
ambiguity in what earned premiums means, is it? 
A In my judgment there is an ambiguity. 
Q Okay. What is the ambiguity in the phrase 
"earned premiums" or ~premiums earned"? 
A Earned premiums, in this context, are the 
denominator of a fraction wh~ch the numerator is incurred 
claims used to arrive at a loss ratio. 
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Q 
fraqtion? 
Okay. But it is a denominator of a 
A If I could complete my answer to the 
previous question? The -- I'm trying to answer it. 
Now, your question about ambiguity. 
The term 11 loss ratio" is not a life insurance 
ter.m. For example, Best's Executive Reports, I think they 
are called, produces data by state and by company and by 
line of business for a variety of kinds of insurance. 
They don't supply loss ratios for life insurance. 
The concept is a casualty ter.m. And it's 
for that reason that I resist saying that there is a 
precise definition of earned premiums in life insurance. 
Q There is certainly no question about the 
definition of the word "premiums .. , is it? 
A 
Q 
I don't think so. 
And there is certainly no question in the 
definition of the word "earned", is ther~? I mean, 
whether it be life insurance or Webster's Dictionary? 
A · Well, I.'m suggesting that in life insurance 
the term ••earned premiums" is not a term that 
Q It's not a word of art in 
A In casual~y insurance it has a quite precise· 
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Q So, what I quess y~u have said is the 
term "premiums earned" or "earned premiums•• is not 
5 a phrase or a word of art in life insurance? Is that 
6 what your testimony is? 
7 A It's not -- it's. life insurance accounting 
8 for annual statement purposes. Another purpose is itrs 
9 done on the accrual basis. And from the accrual accounting, 















Q So, it would be safe to assume that our 
Legislature, wise as it is, intended those words in 




Well, I don't know what the Legislature 
All right. If that is so, then, what the 
statute says, Doctor Hunt, is that incidently, if you 
will note, it does not use the phrase "loss ratio"; it 
uses the phrase ••ratio of losses". In other words, a 
fraction of losses incurred. 
Losses, you know what the definition is; 
no ambiguity. To premiums earned. That is the denoniinator. 
Arid those two words, I think, have no, in common language, 
ambiguity. 
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2 So, in inserting anything else in the 
3 fracs;tion you have gone outside the statute; wouldn't .., 
4 you~say so, or not? 
5 A Well, no. I would contend that the 
6 terminology "incurred losses", which is not a life 
7 insurance terminology, by the way, and "earned premiums", 
8 
which is not, I don't believe, commonly used ~ife 
9 
insurance te~nol~gy -- at least, I looked at the 
10 
annual statement and I did not find columns headed 
11 
"earned premiums" or lines headed "earned premiums". 
I think that there is a sufficient 
12 
13 
ambiguity that the State Corporation Commission could 
14 
construe that ambiguity in whatever way it wished to 
15 
in arriving at a reasonable result. 
16 
Q Now, so what you are saying is that 
your proposal, and the proposal of the regulation, is 
17 
presenting to the Commission an opportunity to construe 
18 




Q Which would ~quire going beyond the 
21 
clear language of the statute? ,_ 
22 
A I'm sure the Commissioners have ·to construe 
23 
meanings of words everyday. 
24 
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Q Now, you've said that the annual 
(Mr.: Breeden, III and Mr. Dobbins confer} 
Did you have anything to do with the 
development of the NAIC Regulation, Model Regulation? 
A Yes. I was one of four task force 
members, although I was not a task force member at the 
beginning of that, but at the end of it. 
Q And does the Model Regulation 
recognize the word "earned premium" as being a life 
insurance term? 
A The Model Regulation deals in both 
accident and health and life insurance. And, so it 
would use earned premiums in connection with A&H; 
I suppose used it in connection with life. 
Q Now, you've mentioned that the annual 
reports ·tnat do not provide earned premium data --
A Well, I stated that in reflecting upon 
the question of whether earned premiums has a precise 
meani~g or not, I found it to be an interesting question 
that I had never speculated on before. And, so I took a 
look at the annual statement for a life insurance company 
and in looking througn the summary of operations and 
the balance sheet items in the premium statement, which I 
64:1 
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2 think is Exhibit 1, I could not find the term .. earned 
3 prell\iums 11 except in the case of accident and health 
4 insurance. 
5 Q So,. the annual reports from which the 
6 study was compiled do not contain data on earned 


















A That would be the so-called State page 
and I think that that may use the te·rm "earned premiums" 
to cover both. 
Q As a matter of fact, the annual report and 
the so-called State page, the data there really relates 
to mortality rese~es, doesn't it, as ~pposed to earned 
premiums? 
A I don't. think so. 
COMMISSIONER BRADSHAW: Mr. Dobbins, 
let's break at this point for lunch until 
2 o'clock. 
NOTE: The Commission is recessed at 
12:33 o'clock P.M. 
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lAl Hunt ~ Cross 
2:00 p.m. The Commission 
resumes its session. 
CROSS EXAMINATION 
BY MR. DOBBINS 
Q Doctor Hunt, I forgot; are you a doctor? 
A No. 
Q Mr. Hunt, I want to just if I can get 
straight on this question of earned ~emiums. Is ~ere 
a difference -- I understood you to say that earned premium 
was premiums collected less or greater, at least .. adjusted 
by reserves, is that right? 
A By the change in reserves, yes. 
Q When you say, 'change in reserves,' do I 
assume that you are talking about change in unearned 
premium reserves? 
A Yes. 
Q Is there a difference between unearned 
premium reserves and mortality reserves? 
A Yes. 
Q Two separate things? 
A Well, my understanding is that the unearned 
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2 premium reserves would be inclusive of mortality reserves. 
3 Q You mean they are· the same? 
A No, they are not the same; o ne would be 
5 inclusive of the other. 
6 Q Unearned premium reserve might be more or 
7 less than mortality rates. 
8 A It would be more generally, if not always. 
9 That is my underst~ding. 
10 Q So if you use unearned premium reserve as 
11 opposed to mortality reserves, which would be more, and you 
12 reduce premiums collected by unearned premium reserve 
13 figure, you would have a smaller earned premium than you 
14 would if you used mortality reserves? 
15 A Well, the adjustment is the change in 
18 reserves, so the answer to that hypothetical would depend 
17 on whether the change in unearned premium reserve was larger 
18 or not -- larger than the change in mortality reserves. 
19 The business is growing slowly, which is the usual situation. 
~ When we are talking aggregates it wouldn't make much difference 
21 which was used. 
22 Q But if you have a business which is either 
,_ 
23 expanding or which is diminishing, it would be ~- it would 
24 make quite a difference. 
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2 A It could make some difference in that 
~ 
3 case<~· 
4 Q Would you say then, Mr. Hunt, that in order 
5 to get a true unearned -~ a true earned premium figure, 
6 you would have to use premiums collected adjusted by 
7 unearned premium reserve rather than mortality reserve. 
8 Would that be fair? 
9 A Yes. 
10 Q Now, do you have any personal information 
11 as to whether or not the study which was conducted by the 
(~ 12 Bureau which developed earned premium, and from that loss 
13 ratio, do you have any information as to whether data was 
14 developed from use of true unearned p~emium; that is with 
15 using unearned premium reserve or mortality reserves? 
16 A My understanding is unearned premium 
1'1 reserves. 
18 Q If it should turn out that that should not 
19 be the case, would 'that no~ cause you to question the 
20 results? 
21 A As I said, I don't think there would be 
22 
very much difference because it depends on the change in 
(·. 23 reserves. 
24 
Q But you see very much difference is something 
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2 that might be very vital, that is it might be even the small 
3 amount of difference might be very vital in the conduct of 
4 this hearing, and I am asking you, even though if there is 
5 any difference, appreciable difference at all, whether or 
6 not that would effect your view as to the reliability of 
7 the Study? 
8 A Well, the Study is one that gives indications, 
9 and it would not change those indications in my opinion. 
10 Q You are 12rfectly satisfied as an actuary 
11 fellow of that society to accept data which may or may not 
a be ~ecise and correct? 
13 A Well -~ 
14 Q If that should be the case. 
15 A Well, I am not going to stake my reputat~on 
16 on anything. I am just going to state that I am satisfied 
l7 that -- well, maybe I am not satisfied. I can only state 
18 to my mderstanding is that unearned premium reserves were 
19 used in developing the figures that were in the Study. If 
20 that is not the case, then we should take another look at 
21 what that means. 
22 Q All right. Now, are you -~ incidentally, 
23 these are annual reports. They are standard all over the 
24 country, aren't they? 
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2 A Yes. 
3 Q And do they contain a so~alled State page, 
4 page 46? 
5 A Yes. 
6 Q And that is a breakout of the life insurance 
7 accident health and credit and accident health insurance 
8 written in the State to whom the statement is filed with, 
9 is that so? 
10 A That is correct. 
11 Q And does it also contain a separate sheet 
which is identified as Credit Life and Accident Health --
13 Accident and Health Exhibit? Is that also normal, or is 
14 that simply a Virginia requirement? 
15 A That is normal. 
16 Q Now, have you had access to the credit life 
17 and accident and health exhibit form used in Virginia? 
18 A Well, I believe I just stated that that 
19 was a nationwide form. 
Q And you are familiar with it? 
21 A Yes. 
Q· I. guess intimately? 
t~. 23 A Well, I haven't studied these for several 
24 
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2 Q Well, now, do you happen to have one in 
3 fron~ of you? 
. - A I do • -
5 Q Will you mind looking at that exhibit, 
6 and under the Part 1, Credit Life Insurance that is referred 
1 to on line one, gross premiums, is that not so? 
8 A Yes. 
9 Q And the second line is less returned premiums 
10 on cancelled policies, and the third is line one minus line 
11 two. And that would be the premiums collected that we have 
' 
12 been talking about, would it not? 
13 A Yes. 
14 Q And line four shows the adjustment, does it 
15 not, for something, and what does that adjustment refer to? 
A 16 That was the increase in reserve liability. 
Q 17 In reserve liability is mortality reserve, 
18 is it not. 
19 A It is not •. 
20 Q It is not? 
21 A No. My understanding is that that is the 
22 change in gross unearned premium reserve. 
,_ 
23 Q Now, do you see an asterisk beside it? 
24 A Right:. 
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2 Q And what does the asterisk refer to? 
3 -,,- A It is a state reserve Dasis~ including 
4 valuation standards used. 
5 Q Up at th~ -~ I am looking at the credit 
6 life and accident health exhibit·. Are you looking at that? 
7 A Yes. 
8 Q And under Part I, Line 4, it says increase 
9 in reserve liabili~y, does it not? 
10 A Yes. 
11 Q And there is an asterisk after the number 4, 
cr ... 12 and before 'increases,' is there not? 
13 A Yes. 
14 Q And that asterisk refers to -- referred to 
15 at the bottom of part I? 
16 A Yes. 
17 Q And what does that note say? 
18 A It states what I said before, it .. says: State 
19 reserved basis, including .valuation standards, used (blank) 
20 period. End of quote. 
21 Q Well now, if you are going to state~ur 
22 reserve basis, including your evaluation standards, doesn't 
(·. 23 that refer to a mortality reserve? 
24 A Valuation standard would refer to a mortality 
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2 reserve. 
3 ' 0 ... - Now, I am going to pass to.you what happens Q 
4 to be·the 1976 credit life and accident health exhibit 
5 of my own client, General Fidelity, and would ask you to 
6 read into the record, if you will, the basis which this 
7 Company made its reserve computation. 
8 A One hundred percent and one hundred thirty 
9 percent 1941, cso two percent, net level. One hundred 
10 percent annual, one hundred percent -- thirty percent 
11 1958, CSO two percent, and three percent net level. 
12 Q Now, that refers to mortality reserves, 
13 doesn't it? 
14 A That is correct. 
15 Q And not to unearned.. premium reserves, 




A I am going to demand time to explain my 
19 
answer. You take your qu~stions and maybe you will go where 
I go. 
21 
Q Well, I ~ not sure of that. You can 
22 
explain it any way you want. 
A The valuation standard as stated there, that 
23 
24 
is a mortality reserve. "The footnote says State Reserve 
..._,_ 
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Basis including valuation standard. I dontt have access to 
the ~ck-up sheets for that particUlar company. But if I ~ 
cou-ld· take what I referred to earlier in this proceeding as 
our favorite company, First Protection, we can go to an 
exhibit called Credit Life lhsurance Statistical Report, 
and there we find on lines 4 and 5 of that exhibit Gross 
Premiums Unearned -- beginning of the year;Gross Premiums 
Unearned End of Year, and the difference between those two 
figures is transferred over onto line 4, and therefore, 
at leas.t for this Company, shows an increase in unearned 
premium reserves if the back-up statement which is also 
a uniform form is properly completed. So I give you what 
is again my understanding that the increase in reserve 
liability is -- increase in gross unearned premiums rese~ve 
liability and that is inclusive of mortality reserve which 
in your case, that is, General Fidelity Life, is described. 
Q As mortality, and not anything else. May 
•·-
we offer that as an exhibit? Now, we now have the opportunity 
to examine -- you have, to examine the credit life and 
A&H exhibit for two of the -- I have forgotten how many 
companies there are in Virginia -- but we would agree that 
that would be a rather small sample wouldn't we? Two out 
of the number of companies? 
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2 A Yes. 
3 Q And of that small sample, we have one that 
4 apparently goes one way, and the other goes another. Would 
5 that be a fair statement? 
6 A Well, subject·to check in your case. 
7 Q Sure. Uaybe I want to check yours •. But in 
8 light of that, are you still satisfied as an actuary with 
9 the studies conducted and presented by the Bureau, without 
10 further check? 
11 A Well, assuming you are correct, the true 
12 mortality reserve increase as shown, I have to say that 
13 my judgment at this time, without perhaps studying the whole 
14 issue and refreshing my recollection about all of this, is 
15 that the entry is incorrect on your statement. And that it 
16 ought to be the change in gross unearned premium reserves. 
17 I am not going to speculate about how many other companies 
18 may have completed it that way, and I can't state positively 
19 that any company but this one seems to have used gross 
00 unearned premium reserves. 
21 Q But there is certainly. no question about 
22 it, anybody looking at that statement of General Fidelity 
.. _ 
23 
would know it is on mortality reserve who has any information 
24 
and knowledge about insurance practices. 
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A Well, maybe you can infer it, but the 








case --and something in the case of this Company says nothing. ·-
I wouldn't want to look behind that statement to find out 
where that number came from, and I suppose you are sure 
it came from a change in mortality reserves. That is a 
8 surprise to me. 
9 Q I personally didn't do it, but I am sure, 
10 nevertheless. All right. 
11 A Are you sure? 
12 Q I gather that your- answer to that question 
13 is that you might have some ;nestion as to the validity 
14 without checking it. Validity of the Study. Is that so, 
15 yes or no? 
16 A That I might have some question as to the 






Well, if there is a pattern of this, I 
oo would just as soon go back and do it again. I don't think 
21 it is going to change the locations, but it is -~ 
22 Q It certainly won~t change your mind. Now, 
(-. 23 on page 10 of the proposed regulations, there is in the 
24 formula at subparagraph 2 1 a factor of .0425, which I understand 
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2 to be the factor to compensate for investment income, is 
3 that J30? 
... 
4 A Yes. 
5 Q Well, if you would -- do you have in front 
6 of you the Model regulations? 
7 A Yes. 
8 Q If you will look at -- do we have a different 
9 copy? If you will look at what is page 7 of the exhibit, 
10 which is actually alternate Section 6, Alternate 3B, can 
11 
you find that? 
12 
A I have it. 
13 
Q Yes. Now, does the model act have a factor 
14 
in that for nvestment income? 
15 
A Yes. It is .035. 
16 
Q .035. And can you tell me whether you were 
17 
instrumental in changing -- as a matter of fact, by using 
18 
the higher point 0425, it results in a lowered ra·te, does 
it not? 
19 
A That is correct. 
20 
21 
Q Now, can you tell me who, if you know, was 
22 
instrumental in changing that factor from .035, which was 
23 
in the Model to .045 in the proposed regulation? 
24 
A r proposed·that it be done, and now you see it. 
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2 Q And you proposed that to Miss Mintel or to 
3 Commissioner Day? 
4 A To Mrs. Mintel. 
5 
COMMISSIONER BRADSHAW; What does that work 
6 




WITNESS HUNT: Well, it isn't a whole lot. 
9 
I wish I had my calculator. ~ets see. It is 
10 
obviously a fraction of one percent. It is less 
11 
than one percent. 
12 (. •. COMMISSIONER BRADSHAW: Less than one 
13 
percent in the case of a one year debt. 
14 








19 BY MR. DOBBINS 
20 Q You are saying the change effects the 
21 single premium descending term rate one percent on an 
22 annual basis? Or thereabouts. I think you said give or 
(_. 23 take a quarter? 
24 A On a debt ~~ on a two year debt it appears 
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2 to be less than one percent. 
3 ' Q .; On a three year debt it would increase, 
4 wouldn't it? -
5 A It would be about one percent on a three 
6 year debt. 
1 Q And asthe ter.m increased, the effect·of this 
8 would increase as well. 
9 A That is true. 
10 Q Now, I presume you presented your rationale 
11 for that to the Bureau of Insurance and its Staff for 
u changing it. 
13 A That is a question? 
14 Q Yes. 
15 A Now -~ 
16 Q Is that right or wrong? 
17 A I believe I stated for the record why I 
18 recommended that. 
19 Q And you also relayed that to the Bureau 
20 
at the time of your recommendation? 






Q Now, are you still active in the NAIC? 
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A No. 
.... ,,- 0 Have you made any efforts, or do you know 
of any efforts that have been made to change that figure 
in the NAIC Model from .035 to .0425? 
A I don't know of any efforts. 
0 This is your own idea. 
CHAIRMAN SHANNON: Mr. Hunt, just so the 
record will be clear, in response to Judge 
Bradshaw's question I about the effect of 
the factor being about one percent on a three 
year premium, now you are talking about the 
inclusion of the factor or the difference 
between the two factors? 
WITNESS HUNT: I am talking about the 
difference between the two. 
CHAIRMAN SHANNON: I see • 
BY MR. DOBBINS 
0 I think it might be interesting, Mr. Hunt, 
if you would tell us what the inclusion of the factor has 
on the premium. At the percentage that you have recommended 
in the proposed regulation. Would it be fair to say it would 
be four percent·? 
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2 A For a two year debt the inclusion of the 
3 facto~ would be around four percent. 






That is correct •. 
Now, in the model regulation, under Section 6, 
8 where rates are -~ the formula prescribed -~ there are three 
9 alternates, one of which is the one which has been recommended 
10 by you, and is in the proposed regulatiOn; that is, number 3, 





Alternate 3. That is true. 
Adjusted to .include·.! the effect of investment 















As does Alternate 2 and 3. 
And Alternate 1 and Alternate 2 do not take 
into consideration investment income whatever, do they? 
A That is correct. 
Q So you recommended to the Bureau and the 
Bureau accepted and adopted in the regulations of the three 
alternates the one which would penalize the premium the 
most; that is, reduce it the most. Yes or no? 
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2 A Yes. 
3 ·-
r" 0 Who is it that adopted the -~ this Model 
4 regulation. Who is the NAIC? 
5 A The National Association of Insurance 
6 Commissioners, which is ~- I suppose it is a voluntary 
7 corporation, perhaps, of insurance commissioners from several 
8 states. 
9 0 And the regulation the model regulation·-
10 was adopted with three alternates? 
11 A That is correct. 
(. 12 0 Now, on page 14 of the proposed regulation, 
13 at the top of the page, which is a carryover of subsection 
14 6, in the ratemaking standards, Section 11, it .refers to 
15 and defines actual case ratio as meaning the ratio of claims 
16 incurred to premiums earned, at the premium rates set forth 
17 in Section 10 during the experience period plus investment 
18 income divided by the basic loss ratio. 
19 I understand that is not that par:ticular 
20 phrase, 'plus investment income' is not in the model bill, 
21 is that so? 
22 A Correct. 
( ·. 23 Q And here, again, it is in the proposed 
24 Virginia regulation at your suggestion? 
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2 A Yes. · ·~ 
3 Q Now, Miss Mintel referred to you when we 
4 were examining her on the details of the regulation. I want 
s to ask you, Mr. Hunt, if this regulation goes into effect, 
6 the day after it becomes effective what will my company's 
1 rate be? 
8 For a single premium, decreasing term. 
9 A The regulation would go into effect as the 
10 policy anniversary's business done by your Company arrived 
11 during the succeeding year. So ·-
12 
Q Well, I have one that is expiring the day 
13 of the effectiveness. 
14 A In that case, the rate would be as set forth 
15 in Section 10, I think. 
16 
Q Section 10, and that would be the fifty-nine, 
17 and I use the word in quotation, fifty-nine cent rate because 
18. 
it is fifty-nine cents, and it decreases as the term 
19 
increases. Is that right,_ for that fifty~nine cent rate? 
20 




Q All r~ght. Sixty cent rate, something less. 
23 
A It decreases for longer debts, yes. 
24 
Q What happens if that creditor whose contract 
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has just expired on the day of the effectiveness, what 
happeps if that creditor's loss ratio is less than fifty 
percent? 
A I don't believe it matters what the loss 
6 ratio is. 
1 Q It makes no difference? 
8 A The rate would be sixty cents. 
9 Q How long would it be sixty cents? 
10 A lvell, that would depend on the size of the 
622 














I would like to reserve judgment on that question, because I 
think somewhere the regulation provides for or permits an 
application for a higher rate based on a fair return 
concept. 
Q Well, the reason I am trying to tail this 
with you is that we didn't have much success in doing this 
with Miss Mintel, and she said you were more familiar with 
the regulation. The initial rates are established by 
Section 10, are they not? 
A Well 
Q The interim rates. 
A Subject to Section 11 A (5). Nothing in 
these rules preclude an insurer from demonstrating --
~f\1 
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2 0 Now-·· 
3 A ·~ that a case rate determined through the 
procedures set forth in this subsection is inadequate to 
5 -~ 
6 Q Where are you reading? 
7 A Section 11 A {5) • 
8 Q I haven't gotten to 11. 11 deals with case 
9 rates, does it not? 
10 A Well, I think you are talking about cases 
11 if I understood the question. 
12 0 But I understood that I couldn't get a case 
18 rate until I had three years, or if I have a very large 
14 case, at least one year. I need that credibility, that 
15 experi~nce, do I not? 
18 A No, I think that you could come in and 
17 apply for an immediate increase in rates. 
18 Q Where does it give me that right? I am 
19 looking first at Section 10, where the interim rates are 
20 established. If it is not in there, was it intended to be? 
21 A Well --
22 Q Was it intended to be? 
,_ 
23 A 
I am sorry. I lost your question. But in 
24 
Section 10, in the first paragraph, second sentence, it 
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2 states: Premium rates higher than those in subsection (A) 
3 may b~ charged if the procedures and standards in 
4 Section 11 are followed~ 
5 Q Yes, okay. 
6 A Therefore, it is my reason of the proposed 
7 regulation that if you have a particular case that by the 
8 procedures in Section 11 on January 1, 1978, or whatever 
9 other ef·fective date is applicable, can justify a higher 
10 rate -- interim rate. 
11 Section 10 sends me back over to Section 11 
(~. •. 12 if I want any kind of a higher rate than the interim rate, 
13 and what I hae to do in order to get that higher rate is 
14 that set forth the procedures for getting that rate? 
15 A Yes, I believe so. 
16 Q Now, suppose my loss ratio after a year or 
17 two or three develops to be higher or lower than the fifty 
18 percent, do I immediately have to take it into my own hands 
19 and reduce my rates to each of my customers on my own 
oo initiative? 
21 A You are not talking about -- immediately 
22 as the regulation goes into effect, or down the road? 
( ·. 23 
Q Down the road when we get some experience. 
24 A 
It is my understanding that these procedures, 
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2 ratemaking standards, are not discretionary on the part of the 
3 insur~nce company. 
' 
4 Q You mean a company is to take no initiative 
5 to lower its premiums·, and may take no initiative to increase 
6 its premiums, is that true; ~hether its loss ratios are 
7 either more or less than fifty percent? 
8 A I am not sure I understand your question, 
9 but as I understand the operation of the regulation, it would 
10 require reports to be made and rates to be adjusted in 
11 conformance with the ratemaking standards. 
12 Q Now, does the Company do its own adjusting? 
13 A Yes. 
14 Q And if it wants a rate which is going to be 
l5 increased, does it do that without any further procedures 
16 with the Bureau, or does it have to file something to do 
17 it? 
18 A Well, I believe the regulation states that 
19 if as a result of qoinq tnrouqh the arithmetic the rate is 
20 to exceed the interim rate of sixty cents, that either the 
21 Bureau must be notified or its approval sought. I off hand 
22 don't remember which. But if it were an increase in the 
23 
rate to a level less than sixty cents, and that can be done 
automatically. 
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2 Q In other words, the Company has the 
3 obligation to automatically reduce at any time it sees that 
4 its case -- particular case rate -- using these formulas, 
5 would develop a lower rate? 
6 A Yes. 
7 Q But if it wants at any time through these 
8 formula a higher rate is justified, can it also increase 
9 its rates? 
10 A Yes, subject to my check of the regulation, 
11 if the ·increase is up to a point less than sixty cents it 
12 (. '· can be done automatically; but over that, it must be 
13 reported. 
14 Q As a·matter of fact, it says in Section 11, 
15 they not only have to report it, they have to justify it, 
16 don't they? 
17 A All right. There is a good reason for 
18 that I think. The usual reason why such a high ·loss ratio, 
19 or mortality rate would preva~l is that there is dis-
20 proportionate number of older people, and that could include 
21 people over age 65. And I think that the Department would 
22 want to ask the question whether that turned out to be the 
(. 23 case. That a nu mber of people over sixty-five were being 
24 insured. Whether it would be appropriate to raise the rates 
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2 for everybody based on the insurer's experience which is 
3 dist~ted by those over age sixty-five when the regulation 
4 has as its basis the mortality of those under sixty-five. 
5 It doesn't require the insu~er to grant the insurance beyond 
6 age sixty-five. 
7 Q But aren't there separate provisions for 
8 getting rate adjustments when we have additional other 
9 coverages lixe over sixty-five? 
10 A It would be possible to get a rate for over 
11 sixty-five, yes. There are age~adings. There is an age 
u grading authorization in the regulation. 
13 Q So if they if my Company could show that 
14 it is entitled to a larger or greater premium than the 
15 interim ~emium, because they are writing higher age groups, 
16 they could proceed under one section of the regulation to 






Would that be not withstanding the loss 
oo ratio experience? 
21 A Well, if you are asking me whether a 
~ Company might decide to change to an age bracket method of 
23 determining premiums, then I would think that it could 
~ do that without regard to its loss ratio, but, of course, 
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2 the premiums would have to be set in other ways to achieve --
3 0 Who would set them? 
4 A Well, the Company would propose them in the 
5 usual fashion, and the Bureau would have to respond as to 
6 whether the age grading proposal was reasonably going to 
7 result in fifty percent loss ratio. 
8 Q Or that added requirement that there was a 
9 fair return of the premium to the insurer and creditor. 
10 That always has to be added, does it not? 
11 A Well --
12 Q Under the Virginia law. 
13 A Yes, under the law. In my opinion you 
14 -- when you are talking about goinq above sixty cents, I 
15 hope that it would follow that fifty percent of the higher 
16 rate is more than a fair return, but that would not be an 
17 issue. 
18 Q You would say that if fifty percent of a lower 
19 rate is fair -- of a rate .is fair, that fifty percent of a 
20 higher rate is oscillatory. It follows. 
21 A Yes. 
22 
Q Would the converse be true that a fifty 
(_·. 23 
percent of a given rate is fair, that fifty percent of a 
24 much lower rate would be fair? 
6£17 
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2 A Well, I think I suggested that the fair 
3 retu~n language ought to be used here in the case of an 
4 extremely low loss ratio, where it would be absurd for the 
5 Bureau to insist upon a fifty percent loss ratio. 
6 Q So I gather what you are saying is that the 
7 formula and·the regulation breaks down when loss ratio goes 
·a down quite low. 
9 A Well, yes, at the extent the Bureau would 
10 have to 
11 ·Q A nd the same might be true if the loss 
u ratio is quite high, even though we have the fifty percent 
13 benchmark. It certainly wouid indicate that the ratio 
14 and the formula would break down. 
15 A Well, I mean it appears that it is a case 
16 of heads the creditor wins on the upside, and tails, the 
17 debtor loses on the downside. Because the Bureau is going 
18 to be forced to give a fair return in the case where the 
19 rates are going down, but the ~tatute prevents the Bureau, 
• I would say, from taking away·from the expensive part on the 
21 way up. 
22 Q So again we are bound by the wisdom of the 
,_ 
~ Legislature. Well, lets assume now that my Company is 
24 advised by its creditors, either one, or all, or several, that 
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they are not receiving a fair return based on the -- either 
. 
the ~terim premium or the case rate premium. What would 
my Company do under these regulations? 
A Well, I think it is quite well spelled out 
in the regulation. 
Q Are you referring to the subparagraph A (5) 
of Section 11, which starts at the bottom of page 12. 
A ·Yes. 
Q So, what it says is there is nothing in these 
rules and incidentally, no other place in the proposed 
rules is there any provisions for procedures to take care 
of this situation. 
A Of the fair return situation? 
0 Yes. 
A I don't think so. 
Q Well, then we would be limited to the 
subparagraph A (5) of Section 11, which says: Nothing in 
these rules shall preclude· an ~nsurer from demonstrating that 
a case rate determined through the procedures set forth 
and incidentally, during the period before I had enough 
experience to develop a case rate, notwithstanding-that 
language, y0 u still believe that we could get relief 
under this Section? 
6£)9 
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2 A Well, yes. There is another reference to it 
3 on p~e 15, Section ll B. Under Effective Petiod of Case 
4 Rate,-where it says: Requests for deviations based on adverse 
5 experience or need for additional premiums to produce a fair 
6 return to the creditor and/or insurer may be submitted at 
7 any time, if based on the ratemaking procedures of this 
8 section. 
9 Q Well, that would not -- neither that section 
10 that you just looked at on Page 15, B, or the procedures 
11 in Section 11, the bottom of page 12 and top of page 13, 
12 make any reference to the fifty percent loss ratio floor 
13 do they? 
14 A Well, there is a section of the regulation 
15 in which the basic loss ratio, which is at the heart of the 
16 ratemaking standards, is defined as fifty percent. 
17 Q I am asking about these two sections. It 
18 doesn't refer to the fifty percent loss ratio at all, does 
19 it? 
20 A I don't see it. 
21 Q All right. Now, the -- apparently your 
22 reference to subparagraph B on page 15 says that it could ,_ 
.. 
23 get a deviation, but the procedure for getting a deviation 
24 is, if spelled out at all, is spelled out in Section 11 A (5) 
_·. 670 
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isn't that so? 
... 
.. - A No, I would disagree with that, because it 
says the ratemaking standards of this section, which is 
Section 11, the whole thing. 
Q I am talking about the deviation procedures. 
A Well 
Q It is limited to Section 5, isn't it? 
Subsection. 
A Not the way I read it. 
Q Where else is it? 
A Well, I am reading Section ll B, effective 
period of case rate, where it says: except· that requests 
for deviations based on adverse experience or need for 
additional premiums to produce a fair return to the 
creditor and/or insurer may be submitted at any time, 
if based on the ratemaking _procedures of this section. 
The Section, I think, is Section 11, which 
includes the particular parag~aph or subsection that you 
referred to, but it includes all of the other ratemaking 
standards as well, including the fifty percent basic loss 
ratio. 
0 But you have already had, in your other 
testimony today and earlier,_when you testified on the 15th, 
67~~-:~------------~ 
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2 that the fact that you had a loss ratio of over fifty 
3 
4 
percent won't justify in and of itself a rate increase. 
A That is correct. In and of itself, yes. 
5 It must be the loss ratio -- or rather a rate that is 
6 likely to produce a fifty percent loss ratio, so the 
1 language of the statute comes back into play here; can 
8 reasonably be expected to result. 
9 Q Okay. That is your interpretation of the 
10 statute. In other words, you are construing the statute 
11 to mean something more than it says. 





Where is this? 
Otherwise it would say guarantees the 
15 creditor fifty percent; it doesn't say that. 
16 Q But the Commission has said in an earlier 
633 
17 case t~ if you produce fifty percent or less tb£ benefits 
18 vis-a-vis the charges are satisfactory. 
19 A Well, I think the Commissioners were setting 
00 down a general rule. 
21 Q Do you think they were wrong in that? 
~ A I could set up a weird hypothetical. 
23 Q You don't agree with that decision. Is 
~ that your answer or not? 
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2 A No. I understand why the Commission has 
3 issueg that opinion, if it is an opinion. They were stating 
~ 
4 what ~he statute appears to mean, but I don't think that 
5 they were intending in the case of an insurance company 
6 that wrote ten dollars of premiums that it could apply for 
7 a two dollar rate, because its loss ratio happened to be 
8 astronomical. It was intended to cover the general situation 
9 and not every particular situation. 
10 0 By that do you mean that the rates should 
11 appropriately be general for all companies? That is, one 
(.~. 12 
rate? Do you think that is what the Commission meant? 
13 A Nb, I don't think so. 
14 0 Well, assuming that there may be some other 
15 provisions for getting a deviation, there certainly is only 
16 one section in these regulations which deal with getting a 
17 deviation with respect to fair return. Do you agree or 
18 disagree? 
19 A That is me~tioned in --
20 
Q I am talking about ~-
21 
A 11 A {5), and ·in 11 B. 
22 
Q Right. 11 B says though you get it based 
( ' 23 
.... 
on the ratemaking procedures of this section, and this 
24 
section will take you back to 5, wouldn't it? 
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2 A I don't know how you read it that way. I 
3 have J;>een through that twice. 
~ 
4 Q Okay. Let's just take 5. I don't want to -
5 argue with you. Let's just take five. What procedures are 
6 in 5 for my insurance company to get a deviated rate? What 
7 do I do? 
8 A We have discussed the instance of a super low 
9 loss ratio, and I think some general arguments could be made 
10 in that case to support a higher rate than the ratemaking 
11 standards would bring fo~th. In the case of a borderline 
a situation -- lets take the case of someone who has got a 
13 thir:y cent mortality rate, and sixty cents looks okay for 
14 a thirty cent mortality rate. Yet, ·that creditor wishes to 
15 argue that it is not, and he wants more. 
16 Well, I would think a very high burden of 
17 proof would be required. 
18 Q I am not talking about the burden of proof. 
19 I am talking about what do I, as an insurance company do, 
~ to get that issue to the Commission? 
21 A I would think.the --
22 Q I have to be guided by these regulations. 
23 A You would have to produce some evidence 
24 
that based on the rate and the cost of doing business, etc~, 
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2 that you are either losing money on credit insurance, or 
3 you ~ere not making a return -- or you were not making a . 
4 fair .:return. I suppose you would do whatever your imagination 
5 would lead you to do in the way of thinking up arguments to 
6 support your request. 
7 Q But the regulation is silent as to what 
8 I would do. 
9 A Not silent, but there is not a formula there, 
10 it is true. 
11 . Q Well, there is not a for.mula. There is not 
(~ 12 one word that tells.me what to do. 
13 A Well, you should state the profit factor 
14 desired by the creditor. 
15 Q That is all it says. t have to state it. 
16 A And you should produce evidence justifying 
17 the cost to the creditor providing credit insurance. 
18 Q Now, what do I have to do as far as the 
19 insurer's cost. Do I have to prove those? 
20 A Well, each is -- excuse me each is 
21 entitled to a fair return, so.each would have its own 
22 arguments to make. 
( · .. 23 Q And to prove that he had a fair return 
24 and a fair return would be dependent upon what his costs 
&75 
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2 were, right? 
3 A Well, I am thinking when you say 'costs' 
4 that if the insurance company is paying a higher commission 
5 than it can justify because it is not that efficient, not 
6 all costs should be taken as given. 
7 Q Yau mean there may be some standard for 
8 developing costs, both insurer and creditor, which could 









A Well, it would be very difficult. 
Q But sooner or later, doesn't the Commission 
have to develop those standards in order to have some measure 
when this question comes up? 
A I don't think the Commission has to develop 
those standards. 
Q How are they developed? 
A Althouqh it may be that creditors will inslst 
18 that the Commission devise some standards. I suqgested to 
19 you how I see this fair return as working, and I think in 
20 most instances the regulation will produce a fair return. 
21 In the cases of low loss ratios, and low premium rates that 
22 the Bureau should then take into consideration requests for 
23 more expense money. 
24 0 What you are saying is the regulation should 
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2 be expanded, and say that if the loss ratio gets to a certain 
3 poin~, the Commission should:do certain other things, or 
4 permit the insurers to do certain other things? 
5 A Well, I think the regulation is right as it 
6 reads, but what you just suggested is certainly a 
7 possibility. 
8 Q Would you say that if the Commission were 
9 to establish an interim return or prima facie return for 
10 insurer and for creditor, that that would make a much more 
11 manageable and administerable regulation? 
(.~ 12 
A Well, I haven't thought about this much, 
13 but that is a good argument. 
14 Q Okay. 
15 
COMMISSIONER BRADSHAW: Mr. Dobbins , 
16 
it is now three o'clock. It is time for our 
17 
break. Let me ask you, how much more time do 
18 
you have of this witness? As you know, this 
19 
was his only day, and·we have had about an hour 
20 
and twenty minutes. 
21 
MR. DOBBINS: I will stop. I don't 
22 
want to deprive the others. I will stop. 
-' 
(·. 23 COMMISSiqNER BRADSHAW: Could we come 
24 back to you in the event they don't use up their 
tiT' 
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2 allotted time. 
3 MR. DOBBINS:· I have taken--
CHAIRMAN SHANNON: How much time will 
5 you take, Mr. Edmonds? 
6 MR. EDMONDS: I would guess half an 
7 hour. But Boward guessed that before lunch, too. 
8 MR. WILLIAMS: I think about twenty minutes. 
9 CHAIRMAN SHANNON: Well then 
10 COMMISSIONER BRADSHAW: Do you have any 
11 . more? 
12 MR. SMITH: I don't know yet. 
13 COMMISSIONER BRADSHAW: Well, that will be 
14 it, because I think everyone else has had their 




19 3:10p.m. The Commission 









1 37 Hunt ~ Cross 640 
2 
3 CROSS EXAMINATION 
4 BY MR~ EDMONDS 
5 Q Mr. Hunt, my name is John Edmonds, I 
6 represent the Virginia Bank, and I will be speaking primarily 
7 from the creditor approach. 
8 I understand you to say that regulation 
9 gives no direct consideration to creditors cost, is that 
10 correct. Under the interim rate? 
11 A In the sense that there is no number in 
12 there that says this is for creditor cost. 
13 Q Is there any question in your mind that 
14 compliance with this regulation by creditors in conjunction 
15 with insurance companies would increase the creditor 
16 costs? 
17 A I would argue marginally. 
18 Q But it would be an increase in any event. 
19 A There would be some increase I would think. 
20 
21 COMl-!ISSIONER BRADSHAW: That depends on 
22 whether or not they reduce the commissions. 
( ·. 23 
MR. EDMONDS: I would think the cost 
24 again, looking at it from the creditor's standpoint 
-c.--
fi7~ 
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2 as being gross. 
3 -:· 




MR. EDMONDS: Not from the creditor's 
6 
standpoint, I don't think. From an insurance 
7 
agent's standpoint, a commission is income to 
8 
him. I am trying to decide whether it is a 
9 
debit or credit. I think it is a credit, whereas 
10 
the secretarial expense is a cost. So a commission 
11 
is not a cost to an agent. It is income. 
12 ' 
13 BY MR. EDMONDS 
14 Q If you increase the cost t¥ definition 
15 you decrease the profitability of return, do you not? 
16 A Other things remaining the same. 
17 Q Well, other things remain the same unless the 
18 income goes up. If you increase the costs, you decrease 
19 the profitability of return? 
20 A Yes. 
21 Q I believe you said to your knowledge that 
22 the concept of fair return is unique to the Virginia ,_ 
23 statute? 
24 A That is my understanding. 
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2 Q And the model statute contains no direct 
3 concept of fair return like the Virginia statute? 
4 A That is correct. •.: 
5 Q Nor does the model regulation. 
6 A That is correct. 
7 Q And except in Section 11, the proposed 
8 Virginla regulation makes no further salute to fair return 
9 to creditors, right? 
10 A Wrong. 
11 Q Why--
12 A I think the interim rate selected implicitly 
1a if not explicitly makes provision for a fair return. 
14 Q Only to the extent found in what we call the 
15 fifty percent benchmark. 
16 A Well -- plus that little extra that the 
17 sixty cents is over the implied rate of the fifty percent 
18 benchmark. 
19 Q You assisted in the draftmanship of the model 
~ regulation, I believe. 
21 A Yes. 
22 Q Was there any discussion at that time of 
(·. 23 
creditor cost or creditor return? 
24 A Well --
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2 Q To your recollection. 
3 A Well, that was quite well taken care of 
4 in the Richmond resolution. At that point, the Richmond 
5 resolution had been resolved. 
6 Q But other than that it does not address 
7 itself to creditor cost, the regulation. 
8 A That is correct. 
9 Q And that is true of the Virginia regulation 
10 except in Section 11. 
11 A That is corect. 
12 0 Clarify one point for me. You were referred 
13 to us in the past hea:ing as the expert who was coming. 
14: What part did you have in the drafting of the Virginia 
15 regulation? And I am talking about beyond what I call the 
16 model stages. 
17 A Well, I had said that I didn't have anything 
18 to do with Section 11 A (5). And I did make certain 
19 recommendations around investment income, because I feel 
so strongly about it, -- well, I guess I suggested that 
21 the section about if the creditor charges or finance 
22 charges under single premium must be remitted to the ,_ 
23 
insurance company, be omitted , because I don't think that 
24 
affects their data in any way, and how the insurance company 
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2 and the creditor want to do business, in my opinion, is 
3 irre~~vant. Although the trade association suggested that 
4 they would like to have a single premium remitted to the 
5 insurance company. 
6 0 But in working with the Virginia Insurance 
7 Bureau, you had no discussion with them with regard to the 
8 model act as affected by any differences that might be in the 
















A Well, yes; we discussed the context of the 
regulation,which was the statute. 
Q Can you tell me what differences were made 
in the context of the regulation because of_ the Virginia 
statute? Did you discuss any specifics in context of the 
regulation. I am talking ·about specific sections. 
A Well, wherever it speaks of a fair return. 
Q That came from the Virginia statute and 
not from the model. 
A That is correct. 
Q Did you have any discussion with the staff 
of the Insurance Bureau with relation to the Order of 
July 31, 1974? 
A I --
0 This is a previous order interpreting it 
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2 in the prior proceeding. 
3 A I think I.was supplied a copy of that. I 
4 think I read it. And we certainly discussed it if the 
s language which has previously been quoted today is from 
6 that Order. That was discussed. 
7 Q On page 5 of the Order, it says that 
s standards~ developed must include provisions for credible 
9 claim costs, which I believe you testified your exhibit 
10 does, right? 
11 A Yes. 
12 Q And necessary expenses to the insurer. Is 
13 that saluted in the regulation? 
14 A Yes, I think it is there. 
15 Q Could you point out where it is for me? 
16 A It is the other part of the fifty percent. 
17 Q Other than the fifty percent, no consideration 
18 is given to it, and in Section 11. 
19 A· The fifty percent loss ratio gives 
20 
consideration to insurer expenses. 
21 
Q I said other than the fifty percent loss 
22 
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2 Q And the same thing is true with regard 
3 to the necessary expenses of the creditors. 
... -
4 A That is correct~ 
5 0 And the same thing is true with regard to 
6 a fair return to the insurer. 
7 A That is correct. 
8 Q And the same thing is true with regard 
9 to a fair return to the creditor? 
10 A Yes. 
11 Q I believe you testified previously that 
C~ 12 
your experience included being Banking Commissioner of 
13 New Hampshire? 
14 A Vermont. 
15 Q Vermont. I am sorry. 
16 A There is a difference. 
17 0 I am sure both Vermont and New Hampshire 
18 people think so, and I apologize to either one of them. 
19 ~e you familiar with a functional cost analysis 
20 promulgated by the Federal Reserve? 
21 A I have seen a·reference to that. I may 
22 have seen the document.you.have in front of you. 
(·. 23 0 Excuse me. I have another one here. 
24 This is a current one of 1976. I believe this one -- well, 
GARRETI J. WALSH, JR.- COURT REPORTER 
1 44 Hunt - Cross 647 
2 this one obviously was not in effect when you were banking 
3 commissioner, but I believe the system was at that time, 
4 or do you know? 
5 A Federal Reserve System? 
6 Q The Federal Reserve System I am sure was. 
7 The functional cost analysis. 
8 A I don't know. 
9 Q I was not trying to say you were that old. 
10 The Federal Reserve System goes back to '13. 
11 Then you are saying you may have heard of 
12 this, but you are not familiar with it? 
13 A Just in the context of events in Virginia. 
14 Q Are you familiar with what is called a 
15 monograph done by the Credit Research Center in Texas 
16 in 1977 by Purdue University. 
17 A No, I am not. 
18 Q There is a Thomas A. Durken, Ph.b., 
19 Assistant Professor of Finance, and E. H. McAllister, 
~ Ph.D., who is a ~ofessor of Business Administration at 
21 North Texas State University. 
22 A I have heard of those two fellows. 
23 Q Let me ask you one question. I have one 
24 thing in here I want to ask you about. Has your research 
.,.a~ 
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experience delved into the consumer feeling about the 
desirability of credit life insurance? 
A I haven't studied that question. 
Q I have a table here in response to what they 
did on this one, if you will take a look at it. Maybe I can 
just put it in later. This is taken from page 27 of the 
Report. 
COMMISSIONER lRADSHAW: What kind of report 
was it, Mr. Edmonds? 
MR. EDMONDS: It is called Monograph No. 4, 
an Economic Report on Consumer Lending in Texas, 
done by the Xranert Graduate School of Management, 
Purdue, tfiiversity, going into many thin.;rs. It is 
current, 1977. 
COMMISSIONER BRADSHAW: You don't want us 
to adopt the Texas rate, do you? 
MR. EDMONDS: Well, Mr. Johnson is not 
held in as good repute as he was anyhow. 
COMMISSIONER BRADSHAW: Just for the record, 
it is fifty-eight cents in Texas. 
MR. EDMONDS: Well, you are pretty close to 
. 
it. My conferees tell me I had better think about that. 
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BY MR. EDMONDS 
' .,-
0 Arejpu in a position to tell whether they 
sponsored a survey as to how consumers feel about the 
desirability of credit life is fairly representative? 
CHAIRMAN SHANNON: Was this survey, Mr. 
Edmonds, made just in the State of Texas, or was 
it a national sampling, or what? 
MR. EDMONDS: I think it is the State of 
649 
Texas. I have the entire book here. I was trying 
to limit myself to one section. I have the whole 
book. 
WITNESS HUNT: The .second page does say 
the final attitudional question as to Texas 
borrowers. So that would imply that it is a 
Texas Study. 
BY MR. EDMONDS 
Q Texas had a consumer credit code, and 
this followed it by four years. It has 160 pages. of 
discussion. Many things on credit life. My question was 
whether you think these responses are fairly representative, 
or do you have a feeling? 
A I don't wish to suggest that the general 
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2 desirability of credit life on both side, debtors and 
3 creditors, is in question. But I don'tsee a question here 
which ~ays: If you were told that rates are too high, would 
you be in favor of lowering them? 
6 Q It -- nor did they ask if you were told the 
7 rates were too low, would you be in favor of raising them. 
8 A I am willing to agree that probably if the 
9 questions were asked in a disinterested way, in which they 
10 may have been, I haven't studied the study, -- I am not 
11 arguing with the conclusion.that debtors like to have the 
12 loan insured. I think they might have some different 
13 respons~s if they heard that some people think the rates are 
14 too high. 
15 Q Well, some people might think they are too 
16 little. There is an existing demand or desire on the part 
4 
H of debtors for credit life insurance which is not motivated 
18 solely by creditors or life insurance companies, is that 
19 not correct? 
20 A I think that is true. 
21 Q I would like to mark that as an exhibit and 
22 have it in. 
23 
COMMISSIONER BRADSHAW: All right. 
24 
BAILIFF: 19, sir. 
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2 COMMISSIONER BRADSHAW: That will be 
3 Exhibit 19. 
5 BY MR. EDMONDS 
6 Q Did you testify as to any aver~ge size 
7 of loan, or average maturity of loan? 
8 A I didn't. 
9 Q I thought you dropped the figure of five 
10 thousand one time, or was that just hypothetical? 
11 A That was an example. 
12 Q Okay. 
13 A An example, I might add, of a larger credit 
14 extension than average, I am sure. 
15 Q Did you have~y exposure to this in your 
16 Commissioner of Banking as to the average insured loan --
17 average age average maturity? 
18 A No. Not really. 
19 
COMMcrSSIONER BRADSHAW: I am sure you have 
20 
those, Mr. Edmonds. What are they? 
21 
MR. EDMONDS: I have been given the figure 
,_ 
22 
forty-five on age; nineteen hundred dollars on 
23 
average amount. This may be a bank figure I am 
24 
trying to quote, and roughly about eighteen months 
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2 on maturity. 
3 COMMISSIONER BRADSHAW: Okay. 
MR. EDMONDS: I have to have some more 
5 specific testimony. We are trying to get another 
6 survey 
7 COMMISSIONER BRADSHAW: Is that Virginia, 
8 or u. s. 
9 MR. EDMONDS: That is what Virginia banks 
10 have said that I have shown him. Page 12 E, they 
11 show the average loan this would not be average 
( .•. 12 insured loan. At around nineteen hundred dollars. 
13 They show it by size of banks. 
14 COMMISSIONER SHANNON: What was that? Just 
15 the overall average loan? 
16 MR. EDMONDS: Excuse me. Consumer installment 
17 loan, which is the probably closest comparable here. 
18 Then it gives the turnover in months. Again consumer 
19 installment for banks whose size -- 442· banks, 
20 deposits up to fifty thousand, fifteen months. 
21 Fifty thousand -- I mean fifty million. I still 
22 can't think in big figures. Fifty million to two 
(.. 23 hundred million is roughly seventeen months. 
24 Deposits over two hundred million is roughly 
691. 
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' 
2 eighteen months. Not a wide variance there. 
3 
4 BY MR. EDMONDS 
5 Q In fact, Your Honor, the figures I am looking 
6 at --
7 COMMISSIONER BRADSHAW: Do you have one 
8 more figure? What percentage of your loans are 
9 insured? 
10 MR. EDMONDS: No, sir; I will try to get 
11 that for you. I was looking at functional cost 
12 analysis. And this is a national figure. If I 
13 can keep one, I will turn the rest of them in. 
14 BAILIFF: Twenty. 
15 COMMISSIONER BRADSHAW: That will be 
16 Exhibit No. 20. 
17 
18 BY MR. EDMONDS 
19 Q I would like ~o get you to identify that 
oo functional cost analysis as a standard for.m of bank 
21 accounting, but I don't believe you will. I think the 
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2 COMMISSIONER BRADSHAW; You can go into 
3 ~ any~hing you like as long as you don't go over 
.~ 
4 thirty minutes. 
5 
6 BY MR. EDMONDS 
1 Q Mr. Hunt, one bank, one institution in 
8 Virginia now, there is basically one rate in effect, right? 
9 A I hope some charge less than the maximum. 
10 Q I am talking about in one particular bank. 
11 A I assume. I don't know. I guess so. 
0 Well, if a particular bank used more than 
13 one insurer, very shortly there would be more than one ·rate 
14 in effect, correct? 
15 A Probably. 
16 Q And this would call for more paperwork? 
17 A Well, I don't think any significant amount 
18 more of paperwork. 
19 Q ~t there would be more in any event. 
A There would be two rate books instead of 
21 one. 
Q If you had three, there would be three 
23 rate books, right? 
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0 I believe you commented on the fact that 
you ~ad only one rate for various ages; and again, this 
one rate reduces the cost of handling, does it not? 
A I wouldn't agree to that. It might be 
6 some marginal savings, but banks also engage in insuring 
7 mortgage loans generally by an age-bracketed system. And 
8 I think that is quite efficient. 
9 Q Which is a larger amount. There are not 
655 
10 many mortgage loans in the range of eighteen hundred dollars. 






And the way credit life is -sold, there may 
14 be what is called adverse selection~·in that an older man 
15 is more apt to want it, and it is a bigger bargain, or to 






It is a better deal for a man of fifty than 









I should have· said for Mr. Dobbins than for 
me. In your regulation, in looking to the benefits to 
creditors, you say you evaluate bad debt loss preventive, and 
I would like to ask how in the world do you do this? Do you 
G94 
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2 evaluate each loan in which the insured died? 
3 A Well, we have been through that before. 
4 I re;erred to a study on the West Coast which could be 
5 supplied if necessary. 
6 Q For use in Virginia? 
7 A Pardon? 
8 Q For use in Virginia? 
9 A It would be better to have a Virginia 
10 Study. 
11 0 Well, if the loan was fully secured, there 
( 12 -.. would be no bad debt preventive, right? 
13 A I would. ·have to disagree with that. 
14 0 Okay. Why? 
15 A Fully secured under consumer finance loans 
16 is not a ter.m that I would want to apply to them in 
17 general. 
18 0 So this would call for evaluation of 
19 security? 
20 A Well - .. 
21 Q You are sayinq by definition you don't have 
22 those security. That was almost never. 
(--. 23 A I don't think so. 
24 Q So then you have to analyze a man's individual 
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2 balance sheet, or perhaps his inventory. 
3 : A Well, I think it is quite clear that in the 
4 case of those who die, the percentage of bad debts would be 
5 higher than in the case of those who are living. 







I don't know that for a fact. I sometimes 
Do you know for a fact that the most credit 
1o life is issued often on an optional basis? 














0 Regulations, in fact, requires this unless 
you put it in the finance charges. 
A 
Q 
That is correct. 
And do you know -- most creditors do not put 
it in the fmance charge, do they? 
A That is my understanding. 
Q And the debtor is required to check a place 
sayinq: Yes, I want it separately, and initial it, and 
separately date it. Sign it and date it. 
A That sounds right. 
COMMISSIONER BRADSHAW: Can that creditor 
buy more insurance than the indebtedness? 
MR. EDMONDS: You said 'creditor.' 
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COMMISSIONER BRADSHAW: Excuse me. Can 
the debtor purchase more credit life insurance 
under these regulations than the indebtedness? 
5 WITNESS HUNT: No. Not in connection with 
·6 that transaction, no. 
7 BY MR. EDMONDS 
8 0 Do you know whether the debtor has a right 
9 under the Virginia statute to put up his own policy as 
10 opposed to buying it even if they are required? 
11 A That is common. I don't know if it is 
12 true in Virginia. 
13 Q I will represent that it is true. But 
14 this would result in people having pre-existing policies 
15 being those who have less inclination to buy credit life, 
16 would it m:t? Or would it? 
17 A My impression is a very few people would 
18 put up their own life insurance policies on consumer loans. 
19 Q There might be -- having insurance might 
20 affect their decision as to whether they entered into the 
21 insurance transaction or not. 
22 A That is true, I think. 
(_·. 23 
Q Well, an individual who has been rated 
24 
by an insurance company would be more apt to take insurance, 
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I think he would. 
On page 23, regarding this annual report 
5 annual review -- and it says one must review all claims. 
6 Make deter.mination that all claims were being filed and 
7 properly handled. Is there any way you can comply with 
659 
8 that in a thorough context by reviewing every death claim? 
9 A That is kind of a more general s~atement 
10 than the others, and I think it merely means that an 
11 insurer takes some pains to make sure that the creditor 
l2 isn't just sitting on some death cla±ms. 
0 Well, is there any incentive for the creditor 





I don't see it. 
When he is going to get the proceeds. 
If you want to take it out, I wouldn't mind. 
The .creditor certainly has to participate 






He has to assist. 
He has to cooperate. 












24 day in each office. The bank has got to provide him one man 
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2 per office -- per review -- per office, has he not? 
3 ~.. A 
.- 1 would think yes, that someone would be 
4: requi;ed to assist an insurance person. 
5 Q And whatever that is, a bank with five 
6 offices would have to provid~ five man-days on this one thing 
7 for compliance. 
8 A On this review. You don't mean on the 
9 claims md, do you? 
10 Q I mean on five items; B 1, 2, 3, 4 and 5. 
11 A Well, let me repeat something I think I 
c·~ 12 said before. I got worked into trying to suggest how many 
13 man-days might be involved here, and I think I am properly 
14 characterizing what I feel would be the thrust of the 
15 Section, which is to place a somewhat higher burden on the 
16 insurance company beyond normal business dealings. 
17 That is, the kind of burden placed on an 
18 insurance company by .virtue of the state regulation of the 
19 business to make sure that these things are being done. 
20 And I wouldn't want to say that one man-day per office 
21 is required. They may have some means of satisfying itself 
22 that these things are being done. 
2{-. 23 Q Then you wouldn't know what the cost would 
24 be? 
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2 A It would depend upon the way in which the 
3 Bureau administered this section. These are important 
1.: " 
4 traiBactions that are being checked here by the insurer, 
5 and the thrust should be, if it isn't written this way, 
6 that the insurer has the responsibility to satisfy itself 
7 that the creditor who is engaging in the business of 
8 insurance on behalf of the insurance company is doing 
9 business.properly. 
10 Q Well, I will come back to the word, 'all,' 
11 which I may be picking on unduly. It says, '!all claims. " 
12 You can't check any less than all, can you, and be 
13 thorough? 
14 A That is not a very good sentence. I 
15 don't believe I drafted that one. 
16 Q I would concur in that. I believe you 
17 referred to a hypothetical bad debt experience of perhaps 
18 five percent. Do you rememember dropping that phrase? 
19 A That was a gu~ss on my part. Someone 
00 else suggested it was three percent. Perhap~· it was on 
21 small loan cases. With banks I am sure it is less than that. 
22 Q That would be rather horrendous in. a bank, 
23 would it not? 
24 A I would think so. 
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2 Q Because if you work on average cost of 
3 funds above five percent, and have losses of five percent, 
4 you ~ave a hard time getting a fair return on your bank 
5 assets. 
6 A I use five percent as an example. As it 
7 turned out, I used a poor illustration, because it was 
8 pointed out to me later that the ratio of bad debts for 
9 those situations were so -- well, it would be a higher 
10 percentage than the nor.mal bad debt ratio. The five 
11 percent I used as an example, and I was thinking in that 
12 context of small loan companies which.don't have that 
13 high a bad debt ratio, but it isn't under one percent 
14 either. 
15 Q But for banks it would be significantly 
16 smaller, wouldn't it? 
17 A I think so. 
18 Q And if it weren't significantly smaller 
19 the benefits would be significantly smaller. 
20 A Yes. 
21 0 Particularly when you got down to 
~ potential collateral. 
23 A Yes. 
24 Q And even if the collateral is not full, it 
. -.-. 
GARREIT J. WALSH, JR.· COURT REPORTER 
1 60 Hunt - Cross 
663 
2 always is something, is it not? 
3 A Yes. 
4 Q I was identified as the man who asked you 
5 about the Rule of 78; how is the Rule of 78 applied in this 
6 regulation? For the ben~fit or detriment of the insured, 
7 or the debtor? 
8 A Well, I have to apologize to the Commissioners 
9 for commenting on the Rule 78, when the prior questioner 
10 was asking me about that. But I did write an article 
11 on the Rule 78, and I would like to talk about it. 
12 The Rule of 78 is used to determine refunds 
13 of the life insurance premiums which are unearned in the 
14 case --
15 Q Installment loans? 
16 A In the cases of pre-payment or refinancing 
17 or consolidation of consumer loans. And on short term 
18 transactions. Small loan companies, it doesn't make much 
19 difference. On mobile home loans, the rule of 78 I feel is 
20 very unfair, and I was pleased recently to learn that the 
21 FHA had abolished it for FHA insured mobile home loans and 
22 property improvement loans. Thanks:~for getting me to say 
23 that. 
24 Q But on the instalment loan, called the 
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add-on loan, it is the easiest and identified by many 
authorities as the fairest method of rebate. 
r.. Is it just for the fact that you have a 
declining balance,··.is it not? An add-on rate? 
664 
A Yes. It results from the declining nature 
of the Rule of 78 does, the declining nature of the debt. 
It is a method that is inaccurate, and in no way can it be 
said by anyone to be fairer than the actuarial method, but 
in the case of small loan debts for shorter terms, it is 
a di minimis. In the case of four year car loans, which 
are· common place these days, I suppose in Virginia it could 
make a difference of fifty dollars on the rebate. Not of 
the life insurance premium, but the ·finance charge. 
Q But it is a recognized method? 
A The Rule of 78 is used in most places, yes. 
COMMISSIONER BRADSHAW: Mr. Edmonds, are 
you about finished? I want to give the last twenty 
minutes to Mr. Williams here. 
BY MR. EDMONDS 
Q With regard to ~ank holding companies, I am 
talking in particularly about eighteen E {2), Mr. Buford 
identified a bank holding company today, I believe, with 
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2 sixteen banks, which would be sixteen creditors, would it 




5 Q Or sixteen accounts? 
6 A Well, I will have to think about that a 
7 little bit, because I don't think it should be. 
8 Q I would agree with you on that one. And if 









COMMISSIONER BRADSHAW: I thought last time 
out we kind of endorsed the proposition that that 
would be cne creditor. 
WITNESS HUNT: Thr t . is the way I would 
construe it, and if the regulation reads a different 
way, I think it should be changed. 
18 BY MR. EDMONDS 
19 0 This says written through a single creditor, 
oo and the definition of creditor I have a hard time getting 
21 through the legal entities. 
22 A It is a possible problem. 
23 Q This morning you were discussi~g again on 
24 page eighteen other cash loans and sales finance, and I 
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shuddered ~- I thought I heard you say that a bank making 
a cash loan would be the first category of creditor --
fifty thousand, one hundred twenty-five; while one buying 
paper from a car dealer would be in the second category. 
A I was responding, I hope, to a different 
hypothetical or practical question. In this instance, I 
would think that a savings bank is a savings bank, and a 
commercial bank is a commercial bank. 
0 There is no such thing as a savings bank 
in Virginia, so lets try commercial. 
A Well, it is unfortunate. 
0 Well, lets try commercial anyhow. If a 
commercial paper bank was making direct cash loans, which 
category would it be under? 
A Then it would come under the commercial 
and savings banks category. 
Q Well--
A But if you are not a bank, then you are 
making two different types of loans. And the other, which 
I think was the situation --
Q And a credit union, on sales financing, 
financing a car, would be under a different category? 
A Under credit union. 
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2 Q So you have lending institutions making the 
3 same type of loan, the same types of people with different ... 
-" 
5 A Yes. 
6 Q Is that sales finance category in the model 
7 regulation? Do you know? 
8 A I believe it is. The ter.monology is from the 
9 model regulation. 
10 Q Let me go -- the average age of -- excuse 
11 me. Where is it in the model regulation? 
12 A I am handing you -- I want to make sure·.. the 
13 page number .. is right. 37-13, in the class of businesses. • 
14 MR. DOBBINS: Comparable page in the 
15 regulation is the top of page nineteen? 
16 WITNESS HUNT: Well, I don't understand 
17 that. I am looking at the model regulation, and 
18 the tables that are given for adjustment constants, 
19 and the like, which I think are the relevant sections. 
20 
MR. DOBBINS: Class of business. 
21 




MR. DOBBINS: Deficiency in the model 
24 
regulation, or in.the proposed regulation? 
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2 WITNESS HUNT: In the portion of the model 
3 regulation which makes these definitions. That 
4 
r.. 
may be a problem ther~. That should be checked 
5 out. There seems to be an inconsistency between 
6 what I am looking at here and what I am looking at 
1 in the proposed regulation. The headings of the 
8 tables. 
9 MR. DOBBINS: I meant to ask you that 
10 question myself, and I didn't get the chance. 
11 
<I 12 BY MR. EDMONDS 
13 0 I believe in your direct you commented 
14 that the credit life charge was not in the APR, annual 
15 percentage rate. This was done by the Federal Reserve 
16 was it not, because if a man would take an involuntary 
17 credit life, he could then compare the cost of interest 
18 at one place with the cost of interest in one place with 
19 the cost of interest or finance charge at another 
20 institution. Could he not? 
21 A I don't know the reasons why it was left 
22 out, but that would be one of them. 
i'( 23 .. Q I believe you also testified on credit 
24 unions, that there generally were no individual premiums 
.~ 
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2 -~ in a lot of cases, there were no individual premiums. 
3 A That the credit union -~ 
4: Q Carried insurance itself automatically 
5 without, I guess you would say they put it in the finance 
6 charge somewhere. 
7 A I think that is done frequently. It 
8 certainly was in Vermont. 
9 Q So it wo~ld make this class of credit union 
10 in this one&most meaningless, wouldn'~ it? In the 
11 Virginia regulation? On page eighteen I believe. 
12 A Yes. I think that is_a good point. 
13 Q You justified the annual review, which 
14 gives my people some problems. They ·think they do the 
15 work, and they have enough reviews. You say the Directors 
16 of insurance companies could be sued for being no check. 
17 This is not limited to .. :credit life insurance, is it? 
18 A Bank directors might have a problem too. 
19 Q No, I am talki~g about Directors of any 
20 insurance company has got the same problem as the director 
21 of the credit life insurance company, have they not? 
22 A Yes, I think so. 
23 Q You did not address, or you did address, I 
24 did not thiak correctly enough, how the creditor goes into 
. 708 
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2 the day's review. Does he deal with senior officers? Does 
3 he s~ot check, or is that to be developed at a later time? 
4 A The latter. 
5 Q I believe you stated the bank examiners might 
6 do the work. Could the creditors are you talking about 
7 state bank examiners or national, or both? 
8 A Well, in Vermont the bank examiners exami ne 
9 small loan companies, and went into the calculation of 
10 credit life premiums and so on, and to the extent that is 
11 done, I would think that an insurance company could rely 
( 12 · .. on those checks. 
13 Q If a national bank - ... the n-ational examiners, 
14 do you think they can rely upon that? 
15 A They miqht make that decision to do so. 
16 Q Wait a minute, excuse me. I am trying to 
17 look and skip some questions. 
18 
19 COMMISSIONER BRADSHAW: Look around and 
20 choose your last one. 
21 BY MR. ED!~ONDS 
22 
Q I will make sure it is a good one then 
( 23 \ . if you give me just one more. You co~ented if we are 
24 
going to interpret the statute literally, we should do so 
-7()~ 
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2 and so. I guess there is no other way to do it but to 
3 intetpret it literally. 
4 A That is a good question. I don't understand 
5 it. 
6 Q You said if we are going to interpret the 
7 statute literally, maybe so and so would result. I am saying 
8 do you think there is any way to interpret the statute other 
9 than literally. 
10 A Well, if a literal int_erpretation is absurd, 
11 I think there must be. 
12 Q You -- would you apply the same test to the 
13 regulation? 
14 A Sure. 
15 Q Let me have one more question. Basically, 
16 yourestimony is that seventy-eight cents is too much 
17 premium without regard to any evidence as to profitability 
18 or ~eturn to insurer or creditor, is that correct? 
19 A That is my opinion, yes. 





COMMISSIONER B.RADSHAW: All right, Mr. 
Williams, you may go ahead. 
?':10 



























BY MR~ WILLIAMS 
Hunt - Cross 
Q Mr. Hunt, in Section 4 of the regulation, 
672 
on interim rates, the point nine-three nine cents per month 
per one thousand dollars is equivalent of sixty cents per 
hundred dollars of outstanding balance, is that correct? 
A Yes. 
Q What was the origin of those figures, point 
nine-three nine cents and sixty cents?. 
A Since they are equivalents of one another, 
the origin is the same for both, and it was a study done 
in the '60's, I think, by Biddle and Gingery on credit 
life mortality. 
Q Do those figures also appear in the NAIC 
Model Regulation? 
A Yes. 
Q What was the mortality rate upon which the 
NAIC Model Regulations were based? 
A It was around thirty cents a hundred. 
0 And then did you arrive at the sixty cent 
rate by doubling the mortality rate to achieve a fifty percent 
loss ratio? 
A I believe that is where it came from. 
., .... 
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2 Q You have examined the statistics prepared by 
3 the Virginia Bureau of ~surance, is that right? 
4 A Yes. 
5 Q Do you believe that the method in the 
6 calculations that they used in preparing those statistics· 
1 were sound i 
8 A I testified that they wouldn't constitute 
9 a rigorous mortality investigation, but I thought that 
10 they produced a rate sought as an indication. 
11 0 There was a suggestion made, I believe, 
12 not today, but on the first day of your testimony, that 
13 the study might have included some policies written at the 
14 one dollar rate, before the rate was·reduced to seventy-
15 eight cents. If some policies were included, or were to 
16 your knowledge -- were any policies mcluded in the Study 
17 at that rate? 
18 A I don't know that. 
19 Q If they were, do you have any opinion on 
oo whether or not that would effect the validity of the study? 
21 A My recollection is that seventy-eight cent 
22 rate began the ffrst part of 1973, and the way in which 
23 premiums earned by the Rule of 78 is such that about three-
24 quarters of the premiums earned in the first half of the 
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term of the debt, so if the average debt is a couple of years 
three~quarters is earned in the first year. So I think that 
any lingering effect of the dollar rate disappears very 
rapidly. I don't believe, except in an odd situation, that 
any dollar rate would prevail in 76, not much in '75, and 
maybe a little bit in '74. 
0 Would refinancing consumer loans at the dollar 
rate also have an effect? 
A Yes. I think, depending on the type of 
creditor refinancing is either very common, or common or 
not so common, but to the extent that ~t is refinancing 
or consolidation of loans, or pre-payment of loans, that 
would reduce the average term of insurance. And, therefore, 
it would take or eliminate any lingering effect of the 
dollar rate even more. 
0 Were joint credit life policies included 
in the study also? 
A We don't know to what extent they were 
included. 
Q If they were, do you know if that would have 
had any substantial effect on the results of the study? 
A Well, it would seem like if two large were 
exposed rather than one, the mortality, the inclusion of 
7:13 
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2 joint credit life would have served to increase the mortality 
3 
4 
~ rate. ~t 
That is, if we could have taken out the joint 
5 credit life, what we would have had left would have shown 
6 a lower mortality; rate. So that to the extent it is in 
7 there, it would seem to favor the creditor position. 
8 Q Do you know if level term policies may also 
9 have been included in the study? 
10 A I don't know that they were in there or not. 
11 I never fully· understood how level term policies arose 
12 except in the case of agricultural or barvest loans. I 
.. 
13 believe that that is the primary source of level term business, 
14 and in that case it shouldn't affect l'oss ratios, because you 
15 have more insurance and more premiums, and the two are offsettil~g. 
16 Similarly, it shouldn't effect the mortality 
17 either, because in that case the initial amount and the average 
18 amount are the same, and you would have a higher amount of 
19 insurance and a higher -death~:cla.im level. The two would still 
~ be in proportion. 
21 Q Do you recall from the study what the mortality 
22 rate per one thousand dollar per month was shown? 
23 A It is around forty~six cents ~~ a little more 
24 between forty-six and forty-seven as I recall. So if you 
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double that, you get the point nine two,or nine three nine. 
Q So, under the interim rates proposed by 
the Bureau at thispoint, nine three nine, what loss ratio 
would result from a similar mortality experience? 
A Well, that would be about twenty-five over 
sixty -- that would be something like forty-two percent. 
Q Does forty-three sound about right? 
A Forty~three. 
Q Since that then is les_s than a fifty 
percent loss ratio, does that permit the insurer to retain 
a larger proportion of the premiums than is recommended by 
the NAIC? 
A Yes. 
Q At afifty percent loss ratio, your opinion, 
I take~, has been that the amount available after 
deducting claims cost would be sufficient to provide a 
fair return to creditors and insurers, is that right? 
A Yes. 
Q What rate, in your opinion, would be 
required to achieve a fifty percent loss ratio here? 
A A rate around fifty cents. I think I 
have, or may have used fifty-two cents. 
Q In any case, it is less than the sixty cents 
715 
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2 proposed by the regulation? 
3 A Yes. 
Q Would, in your opinion, credit insurance 
5 still remain available to consumers by creditors if the 
6 rates did not provide for credit or compensation? 
7 A I believe it would. 
8 Q Would you state why? 
9 A Because of the benefits to the creditor 
10 financing the single premium and eliminating any bad debts 
11 or debt. 
12 Q If there were no compensation of the 
13 creditor, in your opinion, would the cost of credit life 
14 insurance be set in a competitive mar·ket without this 
15 phenomeaal competition? 
16 A Yes, I think in that event creditors would 
17 look arouna for an insurance company which would offer all 
18 its rates. 
19 Q Does such a competitive market exist in 
oo credit insurance anywhere? 
21 A Only where creditor includes the life 
22 insurance charge and the finance charge. In that case it 
23 would have an incentive to find the lowest cost. Generally 
24 not. 
716 
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Q Do you know of any particular companies 
that drove out credit life insurance in competitive markets 
such as the one you have described? 
A Well, I tend to think that except for 
insurance companies owned by creditors, some are associated 
with them;that insurance companies do operate in a competitive 
environment in that they have to compete in order to offer 
the largest commissions, or dividends, or other ways of 
compensation. 
So insurers in that sense do compete with 
one another, where they are not connected to a creditor. 
That -- I guess I will stop there. 
Q I believe you said that credit unions general~y 
include the cost of insurancem the finance charge. 
A I believe that is true. 
Q All right. And they do not receive compen-
sation from the insurer for providing that insurance, is 
that right? 
A I don't think so, but I am not sure. 
Q Do you know what rates are charged for 
credit life insurance in that kind of situation? 
A No, I don't. I know that in some cases 
rates are as low as forty cents per hundred, and I assume 
71? 
GARRE'IT J. WALSH, JR.- COURT REPORTER 
1 76 Hunt ~ Cross 679 
2 they are lower than that in the case of credit unions. 
3 But I don't know. 
~; 
4 Q There are states that do charge lower rates 
5 than the seve~y-eight cents presently charged in Virginia, 
6 and even the proposed sixty cents. Is there anything based 
7 on your experience that would indicate that the cost of 
8 providing this insurance would be higher in Virginia than 
9 they would in these other states? 
10 A I don't see that that would be the case. 
11 Q You testified with regard to the investment 
12 income factor in the proposed rates. And I believe that 
13 the proposals incorporate a factor for investment income 
14 received by insurers on the credit insurance assets of 
15 about five point five percent, is that correct? 
16 A Yes. 
17 Q Would you say that that figure is a 
18 conservative estimate of the investment return available 
19 to creditors? 
20 A Yes, I believe it is. 
21 Q What is your best estimate of the range 
22 of consumer financing rates? 
23 A Well, I suppose for consumer loans perhaps 
24 as low as nine, for car loans I don't happen to know the 
GARRETI J. WALSH, JR.- COURT REPORTER 
(. 1 77 Hunt ~ Cross 680 
2 upper limit. Maybe twenty~five percent or thirty percent 
3 for a small loan company. 
4 e Q What is the major single investment of 
5 credit life insurance ~~ insurers, excuse me. 






Do you know the interest rates of AAA bonds? 
It would depend on the maturity, but at 













Q Higher than the five point five percent 
incorporated in the rate. 
A 
Q 
Certainly higherthan five point five percent. 
There was a suggestion by Mr. Dobbins that 
there was a possible discrepancy in the Bureau's study, based 
on an individual company's use of gross unearned premiums 
as opposed to mortality reserves in their annual statements. 
Assuming that Mr. Dobbins is correct, and that those 
discrepancies are in the annual report, and that some 
companies did use mortality reserves, that would not 
effect the mortality rates, would it? 
A That discrepancy would effect loss ratios, 
~- 23 
but would not seem to effect mortality rates. What would 
effect mortality rates would be the parting of initial 24 
719 
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2 amounts from average amounts called for, the extent that 
3 that~s a problem, how it would be effected, the bss ratios 
=-.: 
4 way Q£ looking at the experience and the mortality way of 
5 looking at the experience tend to reinforce each other, and 
6 I am going to guess that these errors are not systematic 
7 errors in the study, but incidental errors. 
8 Q The mortality rates, and I think I am correct 
9 here, are based on the average insurance in force, and the 
10 losses incurred, is that right? 
11 A Yes. 
12 Q And the mortality rates were used -- the 
13 mortality· rates shown by the study were used as the indicator 
14 that you spoke of earlier in assessing the need for this 
15 regulation, is that right? 
16 A Yes. 
17 Q The proposed regulation, in fact, clarifies 
18 the fact that gross unearned premiums are to be used for the 





Q Your opinion, ·as I understand it, is the 
22 
statute incorporates some concept of variations in rates 
23 
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A I am not a student of that statute, but 
3 that is my reading of it. 
4 Q You ha~ been asked several questions about 
r.. 
5 this July !974 ruling by the Commission with respect to the 
6 fifty percent loss ratio. Let me read to you just one small 
1 section of that Order. Page 3. The Commission stated that 
8 this latter provision, referring to the statute. requirement 
9 of the fifty percent loss ratio, means that whenever an 
10 insurer can show that the premiums charged or to be charged 
11 in connection with a policy form produces, or may reasonably 
( . 12 .. 
13 
be expected to produce, a ratio of losses incurred to 
premiums earned of not less than fifty percent, the Commission 
14 is by that fact alone precluded from· finding that such 
15 premium is not reasonable in relation to the benefits 
16 provided by the form. 
17 And the language that I am referring to 
18 obviously is that part which says reasonably may be expected 
19 to produce a loss ratio of not less than fifty percent. 
20 
Now, I f I am correct in characterizing your 
21 
opinion that the statute incorporates a goal, fifty percent 
22 
loss ratio, with the concept that there would be variations 
~(· 23 ; . .. 
24 
in that loss ratio, do you see any mconsistency between that 
and the statement made by the Corr~ission in its July 1974 
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2 Order? 
3 A I don't think so. 
4 Q This is my last question. 
5 A Not that I fully follow the question. 
6 Q Rather than repeat it, I will go to my last 
7 question. Mr. Breeden, I believe, listed to you about 
a seven companies in which the rates for the period 1974 
9 through 1976 varied fairly substantially in each of the 
10 individual years. Do you remember that? 
11 A I do, yes. 
12 Q Now, as I understand the regulation on 
13 page 18, the regulation states that the experience.period 
14 for an insurer will be a three year ·period, is that correct? 
15 A Yes, in the case of smaller creditors 
16 of the kind that were mentioned. 
17 Q Now, if the case rate is based on a three 
18 year period, then it would be reasonable to expect that 
19 any variations in the rates would be substantially less 
20 
than the variations shown in the standard premiums in the 
21 
Study, is that right? 
22 
A Yes, that should follow, or the variations 
23 
of incurred losses. 
24 
Q So that this three year total premium would 
722 
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act to offset somewhat any variations in the individual 
684 
3 yea·r :for· these ·companies, is that correct? 
4 A Yes, it would. With the possibility that r. 
5 included in that experience would be, say, one creditor 
6 which would have credible experience, and that would leave 
7 the balance of the business at a non~credible level, so it 
8 is possible that the -- that a portion of the experience 
9 of the clients rather -- insurance companies -- might retain 
10 the interim rate because of the balance of the business 
11 
not achieving a fifty thousand dollar level. 
(! 12 , · .. 




COMMISSIONER BRADSHAW: Thank you. 
15 
Mr. Hunt, the reason I asked you earlier if you 
16 
could buy more insurance than the debt, because 
17 
the page 4 here says whenever the amount of 
18 
insurance may exceed the unpaid indebtedness, 
19 
shall be payable to the beneficiary, etc. 
Of course, we have a statute 38.1-482.4, 
20 
21 
that says that at no time shall the amount of the 
insurance exceed the actual amount of the unpaid 
22 
(. 23 
indebtedness. Was that just language thrown in 
to make sure that· if sdmeone goofed that it would go 
24 
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2 to the beneficiary? What is the purpose of that? 
3 WITNESS HUNT: Well, I think there are, 
4 perhaps, two purposes. One would be it is possible 
5 that someone might make a prepayment a couple of 
6 months so that that debtor might be ahead. ·I don't 
7 think that happens very often, but that is a 
8 possibility. And the~her reason that that could 
9 be argued to be in there is that in all cases more 
10 life insurance is sold than is necessary to cover 
11 the debt, because the life insurance amount always 
12 includes the unearned finance_charge. 
13 So that if a debtor dies, say one month 
14 after he takes out the debt, he may have ---~ to 
15 take an extreme example, but one that could occur 
16 possibly in the case of a mobile home loan, he might 
17 have twenty thousand dollars of insurance on a 
18 ten thousand dollar mobile home. This is the wa~ 
19 it works. And in that case, the twenty thousand 
20 dollar proceeds ought to go wholly to the (a) to 
21 pay off the debt, which would be ten thousand plus 
22 some change for the earned finance charge, and the 
23 balance of some nine thousand dollars or so would 
24 go the estate of the debtor, because the insurance 
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always includes the unearned finance charge. 
Unlike a home mortgage loan, for example. It 
is not more than the indebtedness as ndebtedness 
is defined, so it is never contravention of the 
law. 
COMMISSIONER BRADSHAW: Okay. 
WITNESS HUNT: This is a subtle point, 
and those would be my reasons for that. 
686 
COMMISSIONER BRADSHAW: One question about 
your Rules of 78. Which do you think is the 
fairest to both parties. Rules 78 or the pure 
premiwn refund? 
WITNESS HUNT: Well, ·the pure premium 
refund is a term that las been applied to the more 
accurate way of providing refunds on credit 
disability insurance. }~d the pure premium method 
is directly anabgous to the Rule of 78 method. 
COMMISSIONER BRADSHAW: They are the same? 
WITNESS HUNT: Well, they are analogous. 
It is very technical. But in each case the Rule of 
78 returns in effect the premium which would be 
charged at the time the debt is paid off for the 
remaining balance. That is another way of stating 
·725 
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2 the Rule of 78, and in the case of credit 
3 _,. disaoflity insurance for technical reasons, 
-t 
4 e the pure premium method -- not for technical 
5 reasons ~~ but the pure premium method would 
6 do that same thing. It would return as a 
7 refund the amount that would be charged for the 
8 remaining amount of indebtedness for the 
9 remaining time. 
10 The Rule of 78 method applied to credit 
11 disability insurance has no rationale whatsoever 
12 except convenience and tradition. I would have 
13 to write you an exposition on this point, I think, 
14 to try to make it clear, but i consider the pure 
15 premium method to be analogous to the Rule of 78 
16 method, and appropriate for disability refunds. 
17 For technical reasons, the Rule of 78 is 
18 inappropriate, I tmnk, especially when applied 
19 to finance charges. But also to credit life 
20 premiums and the longer debts ~der·credit life 
21 insurance. 
22 COMMISSIONER BRADSHAW: Did you discuss 
23 pure premium refunds in your article about Rule of 
24 78? 
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WITNESS HUNT: Just alluded to it, I think. 
COMMISSIONER BRADSHAW: Okay. Maybe we can 
t:. take a look at your article. I just wanted to ~~ow 
if there was any real difference. 
WITNESS HUNT: There is a real diffeJ:ence·. 
between the pure premium method on credit disability 
refunds and the Rule of 78. A very substantial 
difference in refunds. I don't know how to 
explain it, but in life insur~ce the amount paid 
off is always the sum of the remaining debts, but 
in disability, when someone becomes disabled, the 
amount paid off is not the sum of the remaining 
payments on the debt, but rather one or two or three 
months of&sability, and for that reason the Rule of 
78 doesn't have any actuarial or logical rationale. 
A different method should be used. 
Nevertheless, the Rule of 78 has always been 
used, and as far as I know, except in New Hampshire, 
and maybe one other state -- I think Connecticut, 
continues to be used. 
COMMISSIONER BRADSHAW: All right, sir. I 
was advised by counsel after we adjourned last time 
that because of the ~- for the convenience of some 
727 
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2 of the counsel, that we had to re~arrange the next 
3 scheduled hearing date. .. 
4 MR. SMITH: It has been changed from the 
5 -- to the 12th -~ 
6 · COMMISSIONER BRADSHAW: Do -- are all the 
7 parties aware of that? 
8 MR. SMITH: I understood Mr. Dobbins to 
9 say originally that he had maybe one day, but go 
10 ahead and set it. Now he says there may be two 
11 days. 
12 MR. DOBBINS: Blt not the first two that 
13 you have. 
14 MR. SMITH: It is the second ewe. 
15 MR. DOBBINS : Hopefully. 
16 MR. SMITH: There is a possibility, and 
11 I can switch another case I have on the Commission's 
18 docket, from November 30th to December 1st. We can 
19 start then. 
20 ·COMMISSIONER BRADSHAW: Well, if everyone 
21 is in harmony at this.point with the new da~es, lets 
22 just keep it as set. 
23 MR. DOBBINS: All right. I just wanted to 
24 mention that I do have a conflict for the last --
.728 
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it is now set for December 12~ 13, 14, and 15. 
The 12th and 13th, no problem whatever. The 
13th and 14th I do have some problem~, but 
hopefully we won't get into this, but I wanted 
to announce it. 
COMMISSIONER BRADSHAW: Well, I leave 
it up to counsel to work out the order. 
MR. DOBBINS: My conflict may even be 
resolved by that time. 
COMMISSIONER BRADSHAW: I think under the 
690 
Rules any supporting Interveners qo first, is that 
right? 
MR. SMITH: Correct. 
MR. WILLIAMS: One witness. 
COMMISSIONER BRADSHAW: Well, I leave it 
up to counsel to work out the line-up for the four 
days that are scheduled. 
We will stand in recess until then. This 
concludes the Staff's case, doesn't it? 
MR. SMITH: Yes, it does. 
(Whereupon, recess was taken at 4:23p.m., September 28, 1977, 
to reconvene at 10:00 a.m., December 12, 1977.) 
* * * * * * * * 
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2, (10:00 a.m.) 
3 THE BAILIF.F: Case Number 19885 continued 
4 from~:September the 28th, 1977; Commissioner Bradshaw, 
5 presfding. 
6 COMMISSIONER BRADSHAW: Anything in a 
7 preliminary nature, Mr. Smith? 
8 MR. SMITH: No, Your Honor. Other than 
9 agreeing on the order of the evidence, I don~t think there are 
10 any preliminary matters. We have -- counsel and I have not 









intervenors will start. 
COMMISSIONER BRADSHAW: Yes. It's my 
understanding that the supporting intervenors will go first 
this morning. 
Also, we ~d a request from Mr. Partway for 
a public -- brief public statement. 
Is he here?. 
He said today or tomorrow; so -- okay. I 




MR. WILLIAMS; Mr. Conunissioner, I would like 
to clarify the question of the Commission's proposal on the 
evidence in your letter of about ten days ago, I think. My 
24 witness was prepared to address some of those issues, and I'd 
2s like to know whether or not we should go ahead with that. 
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2 COMHISSIONER :BRADSHA\~: Well, if there is no 
3 objection, of course, we'll proceed as usual, but the letter 










W11at was proposed was with all the attorneys 
we have here representing different interests, that if we 
could address ourselves, first, to the rate question and 
then by -- and this would have to take unanimous stipulation 
of the attorneys -- then, address the regulations as they 
appear in written form, and have them incorporated into the 
·record -- just take it in the order in ·which they appear, as 
proposed by the Staff, we thought we'd save time, but we don't 
want to cut anybody off. 
14 Now, if you want to put your witnesses on, 
1s since you are in a little different status than those opposed, 







MR. l~LLIAMS: Thank you, sir. I think I 
would like to do that. 
I don't like to be in the position of 
a~pearing as if I'm trying to slow down the hearings because 
that's the last of my desires. I would like to cooperate in 
23 extraditing the hearings. I would like to put on some 
24 testimony. 
25 COMMISSIONER BRADSHAll: All right. You have 
73"(_ 
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2 how many witnesses? Just one? 
3 MR.. WILLIAMS: Just one, sir. 
4 COHMISSIONER BRADSHAt~: All right. Okay. Witb 
li 
s the exception of that one witness, how about the suggested 
6 procedure with other counsel? 
7 SENATOR BREEDEN: Well, if it please the 
a Commission, it was our thought -- we came prepared to follow 
s the Commission's suggestion. 
10 So far as the testimony pu_t on by the Bureau, 
11 the record clearly shows that they had. rested, and I do not 
12 understand that they would have any right to go further with 
13 testimony in reopening their own case. Of course, I guess, 
14 rebuttal -- if that would be in order, in due time, the 
1s additional witness for the intervenor --I don't think we'd have 
1s any right to object to that. 
17 COMMISSIONER BRADSHAW: That 1 s my undersm nding 
1e as to hot-7 we will proceed. We '11 let the intervenor go with 
19 his testimony through his witness, addressing both problems --
20 the case rate method and any other matter you feel relevant --
21 th~n, as far as any comment, proposals, of how the proposed 
22 r~gulations would be modified or changed -- we would let the 
23 .balance of counsel just file those, sa!, within 30 days. 
24 Well, we'll figure out a time limit and let 
25 the Staff respond in a like ~r. 
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MR. SMITH: I understa~d that t~is response 
will be a part of the record in the form of argument? 
COMMISSIONER BRADSHAW: Oh, yea·, l~hatever 
9 
comments are filed will be incorporated and made a part of the 
record. 
Now, is there any objection to that suggested 
way of proceeding~ 
Well, I'm hearing none. 
Suppose you call your witness? 
MR •. WILLIAMS: Thank you, sir. I'll call 
Robert Sable as my witness. 
739 
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2 ROBERT SABLE, having been first duly sworn, 




6 BY ~m • t-1ILLIAMS : 
7 Q Mr. Sable, would you state your name, your 
e occupa~ion, your professional experience as it relates to credit 
9 insurance, please? 
10 A Yes. My name is Robert Sable. I'm the 
11 deputy director of the National Consumer Law Center in Boston, 
12 Massachusetts. I graduated from law school in 1968 and I've 
13 been employed at the Consumer Center since 1974. 
14 At the Center, I specialize in consumer credit 
15 and credit insurance. 
1e I have advised and assisted· legal service 
,, lawyers around the country in litigation, administrative 
1e hearings and legislation concerning credit insurance. I've 
19 participated in the procee~ings of the National Association of 
20 Insurance Commissioners' Long Term Credit Insurance Task Force. 
21 I'm a ~-·member of the Advisory Committee to the 
22 P.urdue University Study of Credit Insurance. I'm also presently 
... 
~ 
23 engaged in a study of credit property insurance under the 
24 contract with th~ Federal Insurance Administration, and I'm 
2s also a member of the Advisory Committee to the NAIC Committee 
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on Nonforfeiture Evaluations. 
I've testified on credit insurance regulations 
befor~ the California and Maine Insurance Departments, the 
1". 
Arkansas Insurance Department, and on credit insurance 
legislation before the Maine -- a committee of the Naine 
Legislature. 
Q Mr. Sable --
MR. DOBBINS: May I make one inquiry? 
Do I understand that. ·you are representing 
a client in this matter? 
MR. WILLIAMS: Yes, sir. That's correct. 
\ 
MR. DOBBINS: And I don't recall whether 
you have identified the client. 
!tm.. WILL~1S: No, sir. I didn't identify 
the client. He has not authorized me to release 
his name. I can give you some of the particulars. 
He is a low-income person, by definition; 
since low-income people are the only people I 
can represent. He is a purchaser of credit 
insurance through several small loan companies, 
and has expressed an interest in reducing the 
rates of credit insurance. 
MR. DOBBINS: For one moment, counsel is --
it's the first time I've been involved in a case 
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where the client's name has not been disclosed, 
and if some indication is -- of the representation 
is before the Court --
SENA'£0R BREEDEN: 1-lay it please the 
Commission, I'd like to add to that that the 
Rules of this Commission for an intervenor 
require that the interveno~as an interested 
person, may intervene in a proceeding commenced 
by an application or by Rule to shol~ cause, 
and so forth, under Rule 4:11. 
And it goes on to say he has to do it 
in writing. 
Has the intervenor in this case filed,· 
{ 
as required by this Rule? 
MR. lYILLIAMS: I've filed a Notice of 
Appeal, Mr. Breeden. My client is certainly an 
interested person. 
SENATOR BREEDEN: It says that the intervenor 
is. subject to challenge for lack of interest, may 
testify in support or in opposition to the object 
of the proceeding. It says that by attending 
the hearing and executing -- he has to attend the 
hearing and he has to execute and file with the 
Bailiff a Notice of Appeal on fqrms provided for 
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MR. leliLLI.Al-IS: May it please the 
Commission, I have filed a Notice of Appeal 
on the forms provided by the Bailiff, indicating 
that I am representing, as an attorney at la'tt~, 
a low-income consumer who is an interested 
party in this credit (sic.), in that he has 
purchased credit insurance at the ~esentrates, 
to see that the costs of the insurance he has 
purchased be reduced. 
SENATOR BREEDEN: Under our Rules, he 
couldn't, if you don't know who he is. 
r 
Ca.1MISSIONER BRADSHAW: Do you have any 
objections, Mr. Williams, to identifying your 
client? 
MR. WILLIM1S: No, sir. I will be happy 
to get in touch with my client. 
I apologize. I had not anticipated this 
today. I've been a participant in these hearings 
for several days now, and this issue hasn't come 
up. 
In my initial discussions with my client, 
he indicated he did not want his name released. 
. 
He ·is in a precarious position with several· 
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small loan companies, not that these proceedings 
would have any effect on that.· He is in default 
on several loans. He would not like that to be 
broadcast. 
If the Conunission l~ishes, I will advise 
my client of that and report back to the 
Commission with his name. 
CQMt.ITSSIONER BRADSHAW: Mr. Breeden or 
Mr. Dobbins, those who raised this objection, 
would it be satisfactory to ~et Mr. Williams 
present the name of his client, if he's in 
some sort of precarious situation, and show that 
he has standing to participate? 
Frankly, I think he does, if he's paying 
the rate. 
MR. DOBBINS: I had not realized there 
was any procedure for John Doe proceedings in 
the Commission, but isn't --
COMMISSIONER BRADSHAvl: Well, there is 
not for John Doe. 
MRo DOBBINS: And the intervenor, himself, 
apparently, is not going to take the stand. His 
motives, his purpose for his intervention is not 
subject to examination or cross-examination; and 
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I would suggest that if the Commission should 
rule against me, the witness should go ahead 
and we would just reserve the point. 
CONHISSIONER .SHANNON : I agree with 
you, Mr. Dobbins, I think. I believe you can't 
have a John Doe. If he decides to appeal, he's 
going to have to reveal his name. 
As I read Rule 4:7 -- this has never come 
up before, Mr. Williams, but I think you must 
identify your client. 
MR. WILLIAMS: Do I have the Commission's 
permission to contact my client in advance? 
MR.. DOBBINS : Do I understand from that 
that the client has not actually authorized 
you to go.forward in his name in the case? 
MR. WILLIAMS: In my discussions with 
my client, he did not authorize me to reveal his 
name without first contacting him. He has 
authorized me to represent his interest in these 
proceedings, as he is a purchaser of credit 
insurance at the present rates in Virginia. 
I'm not sure if that's responsive to your 
question. 
SENATOR BREEDEN: The Rule requires he be 
TAYLOE, ZAHN & HALL, LTD. 
REGISTERED PROFESSIONAL REPORTERS 




























MR. DOBBINS: My object1on --I stick to 
my objection. I think it's proper. 
COMMISSIONER BRADSHAH: He's got to 
comply '-lith the Rules. 
MR. BUFORD: Did your client instruct 
you not to disclose his name to the Commission? 
MR. WILL!¥1S: In my conversations with 
my client, it was understood that I would not 
reveal his name. I do not anticipate that he 
will object to my revealing his name, once I 
make it clear to him that·my continued 
participation in these proceedings may depend 
upon that. 
MR. BUFORD : Then, I join in the 
objection of going forward, if the client has 
said, ''You are not to revea 1 my name." 
That implies an identified person, rather 
than a John Doe-type proceeding. 
COMMISSIONER BRADSHAl-1: Has to be an 
interested: :per son. 
MR. BUFORD: Yes, sir. 
COMMISSIONER BRADSHAW: Suppose we proceed 
16 
with Mr. Sable and reserve the point, as Mr. Dobbins 
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has suggested, and you can contact your client 
and, hopefully, satisfy the Rule of Procedure 
here. 
~. DOBBINS: I might say that it was 
my personal understanding of the matters of 
this nature that it was the Consumer Division 
of the Attorney General's Office that-- whose 
position it was to represent the future rights 
of persons who might pay some higher rate than 
they should be required to do, not intervenors 
of this classification. 
COl'fl'flSSIONER BRADSHAlv: Let the record 
show I would apply the Rule as written, and I 
would requir~ you to reveal the name of your• 
client. 
SENATOR BREEDEN: Would that require him, 
also, to be present? 
COMMISSIONER BRADSHAW: I think presence 
can be represented by an attorney. 
SENATOR BREEDEN: May I see the Rule, 
again? 
MR. OltlENS : Your Honor, if I might 
address a point? 
COMMISSIONER :BRADSHAW: He doesn't have 
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his clicnts:here. :They're not present, but he's 
here on their behalf. 
SENATOR BREEDEN: ~1ay I engage the 
Commission's attention on that point? 
'~ny interested person may 
intervene" --
And then it goes on to say: 
-- "by attending the hearing 
and executing and filing with the 
Bailiff a Notice of Appeal on forms 
provided for that purpose.':', 
Nol,r, when it says he may intervene 
by attending the hearing, I don't think that 
means he 1 s going· to send a lawyer. I think 
that means that he's going to be here 'cause 
I think that his motivation and all of that --
that's part of that Rule. 
C~1ISSIONER BRADSHAlv: Under the Rules, 
as they were initially written, you have two 
types of participants. You have a protestant. 
A protestant is a person who files a Notice of 
Protest; and a protestant, also, must submit 
evidence. In order to be a protestant, you have 
to put on evidence and you have to put it in 
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through a witness. 
Now, the other type of participant in 
the case was an intervenor. An intervenor is 
a person who comes in here without filing a 
Notice of Protest, sits down, fills out a form 
and takes the stand and testifies, usually, and 
in most every case, without counsel. That was 
the background leading to the adoption of 
these two paragraphs, but I don't think it 
precludes an intervenor being represented by 
counsel. Mr. Williams being here .satisfies 
me. 
COMMISSIONER SHANNON: In my judgment, 
the Rules require the revealing of the name of 
the intervenor. 
C~iiSSIONER BRADSHAW: Well, let's take 
Mr. Sable's testimony, subject to you revealing 
your client. 
MR. WILLIAMS : Yes, sir. 
So my understanding is that .it is a 
requirement of my participation that my client '.s 
name be revealed; is that correct~ 
COMMISSIONER BRADSHAW: I assume so. 
MR. l-l!LLIAMS: And at the earliest 
TAYLOE, ZAHN & HALL, LTD. 
REGISTERED PROFESSIONAL REPORTERS , 



























opportunity, I l~ill be in touch with my client 
and will report back, I presume, his name. 
That's my expectation. 
SENATOR BREEDEN: Let the record show 
that we save the point. 
C0}1MISSIONER HARWOOD: Before you go 
further, Mr. Williams, since there seems to 
be some question on the interpretation of 
4:7, I'll give you mine, but I will not be 
bound by it. I always reserve the right to 
change my mind at a point, but I think an 
intervenor under the Rule may, by counsel, 
attend the hearing. Thats perfectly all right, 
but I think the parties to the proceedings are 
entitled to know who the intervenor is and his 
interest and what other relevant points might 
be subject to cross-examination or inquiry. 
There might be direct retribution expected to 
some intervenor. He might not want his name 
to be revealed. I think we should follow 
Mr. Dobbins' suggestion and save the point, and 
that we should hear such evidence in camera 
and decide for ourselves; but I think, in order 
to allow MX. Sable to testify on behalf of the 
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intervenor, you have to let us knol·7 who the 
intervenor is. With that stipulation, as a 
practical matter, I l-10uld let yolt go forward 
today with Mr. Sable's testimony, subject to 
the conditions that I propose. 
MR • WILLI.MiS : Thank you 1 sir • 
May I add that I apologize for any 
inconvenience I have caused the Commission by 
this delay. If I had known that this 
objection would be made, I would have been 
happy to have responded to it well in advance 
of this hearing. 
COMMISSIONER BRADSHAW: Well, it is 
new, and you have participated in the past. 
You don't have to apologize. ~ey're free to 
raise anything they see fit. 
1-m • WILLIAMS : Thank you 1 sir • 
21 
20 BY 1-m • l-1ILLIAMS : 
21 Q Mr. Sable, the question w~s whether or not 
22 you had had an opportunity to study the proposed regulations 
23 and the Virginia Credit Insurance Statute. 
24 
25. 
A Yes, I studied the proposed regulations, the 
study conducted by the Bureau of Insurance. I've looked at 
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the Virginia Statute and other material on credit life 
insurance and, also, I -- because of the concern about the 




Pennsylvania Insurance Department to study their administration 
of the case rating system. 
7 Q In your opinion, is there a need for ne"1 
B credit insurance regulations in Virginia1 
9 A Yes, I think there is. I think in order to 
10 understand the need for credit insurance regulation, it's 
11 necessary to understand the nature of the credit insurance 
12 industry. 
13 Credit insurance is not an issue about which 
14 credit -- or consumers have much knowledge. It appears as a 
15 relatively small part of credit transactions. Although it is 
1s theoretically voluntary, the consumer is usually presented 
17 with a complete contract, which includes the credit insurance 
1e charges, and he's just told to sign up. 
19 The Federal Trade Commission shows that many 
2o loan companies sell credit insurance with virtually all of 
21 their loans. The way they do it is by giving the customer no 
22 real choice. 
~. 
23 In the Federal Tr~de Commission study they ~ 
24 found a presentation by a loan company executive to his loan 
25 managers, praising his two best managers, and what he said 
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about them wa~ --I'm quoting: 
,._ 
"They both state quite simply 
regarding life and A & H that they 
include it automatically on the loan. 
They only retract or switch after making 
every attempt to sell the customer on 
accepting it on the loan as it is. 
They do not soft pedal it or give the 
customer a chance to turn it down before 
it is even written into the loan. Their 
approach is automatic and positive." 
And I've prepared an exhibit taken from the 
FTC study, which summarizes the Commission's findings. 
Cm1MISSIONER BRADSHAW: That will be Exhibit 
21. 
THE BAILIFF: Yes, sir. 
THE lfiTNESS: The first part of this is 
s~ply t~e Staff explanation of·how they conducted 
this study and what they found. I think the most 
interesting thing is the table at the bottomt 
which shows what they call penetration rates. 
That is the percentage of loans sold with credit 
insurance, as compared with the total number of 
loans. And as you've seen in the four different 
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states they studied, the percentages ranged from 
80 to as high as 97 and 98; and the high 90's 
seem to be the typical type of penetration. 
So as a result -- or beca~lse of the lo~ay 
credit insurance is marketed, the consumer has 
no choice of where to buy; and because his 
attention is focused on the main transaction, 
the loan or sale, he has little opportunity 
to consider whether he wants insurance or 
whether he wants it at the price it's being 
sold at. In fact, a study by Ohio University, 
which was financed by creditors and insurance 
companies, showed that even though the purchases 
are theoretically voluntary, 25 percent of the 
purchasers thought that it was required, and· 
9 percent of all the credit insurance purchashers 
didn't even know that they had bought the 
insurance. And that's from a book called 
Consumer Credit Life and Disability Insurance, 
edited by Mr.- Hubbard. 
But the important thing is that while 
the consumer is barely aware of what is going 
on, the sale is of crucial importance to the 
creditor. First, by being the beneficiary, the 
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creditor decreases its bad debt losses, or 
increases the value of the paper they assigned. 
Second, the creditor increases the size of the 
loan by financing the insurance premium and, 
third, and most important, the creditor receives 
a commission on every premium dollar. 
BY MR. ln:LLIA!fS: 
25 
Q How much of creditor income is derived from 
·commissions or experience rebates? 
A I don't have exact figures, but the amounts 
involved are very large. 
The small loan companies in Virginia, in theit 
presentation to this Commission in 1974, admitted that they 
sold credit life insurance with virtually every loan, and 
they estimated that one-third of their net incomes came from 
credit insurance premiums. That's from Exhibit MVI 18-20 of 
the 1974 hearings before this Commission. 
The 1976 Annual Report of Small Loan 
Licensees, also from Virginia, to the Bureau of Banking 
showed a net credit insurance income -- showed a net overall 
income of $4,493,000 and income from credit insurance of 
$2,310,000. So their credit insurance income was equal to 
more than ·half of their net income. • 
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2 No breakdown is available, but I think it's 
3 clear that the largest portion of that is from credit life 
~ 
4 insurance. And the problem isn't confined --or the amounts 
s are not confined just to small loan companies. The U. s. 
s Comptroller General in a recent study of credit insurance 
7 commissions of national banks found -- and I quote: 
a ·~t one national bank with total 
s assets at year-end 1975 of $17,000,000 
10 and pre-tax income of $280,000 credit life 















percent of income. • •• At another bank 
with total assets of $20,000,0QO and 1975 
pre-tax income of $181,000, the credit 
life income totalled $91,000." 
COMMISSIONER BRADSHAl~: What states were 
those banks? 
THE WITNESS: He did not identify the 
states, and I don't have any figures on bank 
income in Virginia. 
"Even in larger banks, where 
installment loans comprise a smaller 
percentage of the bank's loan portfolio, 
credit life insurance income can 
contribute significantly to earnings. 
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At one $900,000,000 bank, credit life 
income included in total pre-tax 
earnings of $8.2 million amounted to 
$630,000 for 7.7 percent." 
And that is from a notice that appeared 
in the 41 Federal Register at 29846 on July 20th 
of 1976, Disposition of Credit Life Insurance 
Income - Notice of Proposed Rule Making. 
So this financial stake in the credit 
insurance sales, combined with the relative 
inconspicuousness of credit insurance, leads to 
27 
the worst abuse in this field, reverse competition. 
Creditors have a stake in seeking the most expensive 
I 
insurance on which they can earn the greatest 
amount of money. 
The definitive NAIC Staff Study of Credit 
Insurance, the Congressional Hearings and every 
other study have reached the same conclusions. 
Because of reverse competition, regulation is 
needed to prevent abuses and keep prices at a 
fair level. 
Most recently, the U. S. Justice Department 
did a major study of the entire insurance industry 
-- from my point of view, a very conservative 
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study, in that they recommended deregulation of 
nearly every aspect of insurance, but they 
concluded-- and I'm_quoting, again: 
" ••• competitive forces cannot 
be relied upon to control the price of 
credit life and health insurance. The 
problem is similar to that experienced 
in title insurance.- reverse competition." 
And that's from a study called The 
Pricing and Marketing of Insurance by the u. s. 
Department of Justice that came out in January 
of this year. 
BY I'm • WILLIAMS : 
28 
Q Mr. Sable, do you have _examples illustrating 
reverse competition in VirginiaZ 
A Our office -- one of the functions of our 
office is to review consumer credit transactions; and as 
part of that, we have reviewed them in Virginia. And I've 
also looked at some files of Mr. Williams' and we see a 
very typical thing there, which is.repeated around the 
company, and that is General Motors Accepta_nce Corporation ~~ 
contracts. 
General Motors Acceptance Corporation for 
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2 years has had a contract with the Prudential Insurance Company 
s to sell credit insurance at about 39 cents a hundred; and 
4 the offer to purchase that credit insurance is printed right 
s on the -- right on the GHAC forms. And in contract after 
s contract, the car dealers have crossed out or not filled in 
7 the Prudential charge -- the Prudential Insurance selection 
e and, instead, sold the consumer another life insurance policy 
9 at the maximum rate of 78 cents. In fact, this was charging 
10 him tl-lice as much for identical coverage. And I think this 
11 is the classic example of reverse competition. 
12 GMAC offers little or no ·co~mission to the 
13 
14 
car dealers. I think the result is clear, that if Virginia 
consumers are to be protected, they can't rely on the 
1s marketplace. They need str.ict credit insurance regulations. 
1s Q In your opinion, is the present interim 
17 order adequate? 
18 A No, absolutely not. I think its most 
19 obvious shortcoming is the 78 cent rate. That rate is just 
20 taking money from Virginia consumers, and taking this in an 
21 unneeded fashion. The interim rate in the proposed regula~ 
22 tion is about 60 cents per hundred per year, and I think 
23 that rat~ itself, is too high. But even if that rate is 
. 
2~ adopted, Virginia consumers will save at least $8,000.000 a 
25 year, money which neither the insurers nor the creditors 
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need that to offer this insurance. 
If the Counnission adopt·s a rate l<lhich would 
pro~ide a 50 percent loss ratio, the savings would be nt 
Gi least $11,000,000. 
I've prepared an exhibit which shows these 
minimal savings. 
\ 
THE BAILIFF: 22, sir. 
COMMISSIONER BRADSHAW: Be Exhibit 22. 
MR. DOBBINS: Was the other offered~ I 
didn't 
COMMISSIONER SHANNON: Yes. It was 21. 
THE WITNESS: What I've done here is to 
simply look at the premium dollars saved and not 
to look at savings in interest income, and I've 
made what I think are some very conservative 
assumptions. 
' 
I've assumed that only 85 percent of the 
business in Virginia is sold· .at the maximum rate. 
I think, if anyth~ng, that's probably low; a.nd so 
in Column 1 I've just put down 85 percent of the 
premium, taking the 3-year average from the 
I Department study, and that comes out to about 
$31,000,000. And then in the first column I 
show what would happen if there is no reduction 
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in premium and, obviously, there is no savings. 
In the second column, I've taken the same 
$31,000,000 and I have calculated the suvings 
under the proposed Bureau rate of 60 cents a 
hundred; and what I've done here is taken what 
I think is a very conservative assumption, that 
the average loan is of two years duration. So 
I've taken a ratio of the present rate to the 
Bureau rate, which would be -- and the Bureau 
rate for two years would be $1.13. Half of 
that rate, compared to 78 cents, turns out to 
be 72 cents at the present rate. So, taking 
72 cents of ~hat 2,000,000 and subtracting that, 
you get savings of about eight and a half million 
dollars. 
And finally, I've taken the rate which I 
' 
will testify to, 53 cents a hundred, which is 
/ 
based on a 50 percent loss ratio -- that, by 
the same calculation, turns out to represent 
63 percent of the present premium, and that would 
\ 
involve a savings of $11,000,000. 
In addition to these dollar savings, the 
interim order does not provide some other 
protections, which are in the proposed regula-
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BY NR. HILLIM1S : 
Q Why do you thin~ the proposed interim rate 
is too high? 
A Well, to determine what a proper rate should 
be, 'a1e need to decide what standard to use in judging it --
the rate. I think that the Statutory standard in Virginia, 
other than the 50 percent loss ratio, is basically a correct 
one; that is, that there should be a rate set so that there 
is a fair return to creditors and to insurers. And the 
question is, well, how do you determine what is a fair return 
to creditors and insurers. 
I think, ordinarily, we allow the market to 
set prices. And in that system, I think the market provides 
us lrlith a very clear test; and that is that prices in a 
\ 
market system tend to be set just high enough to cover the 
\. 
costs and minimum profits needed by insurance creditors 
excuse me --by efficient'creditors and insurers. 
If the price were any lower, then creditors 
and insurers wouldn't offer the insurance. If it was any 
higher, under a competitive system, someone would put them 
out of business. 
So I think that because there is reverse 
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2 competition and the market doesn't work, it's the function of 
3 the Commission to try to set that same rate and take it that 
4 that •=s ":hat the Statute was driving at, too, that there should · 
s be a· fair return which would be high enough to permit the 
e insurance to be made available. And so I believe that that's 
7 what the Commission should be seeking because of the 50 
8 percent loss ratio, as I'll explain in more detail. 
e I thin~ your job is made easier if the 
10 Commission continues to interpret the 50 percent loss ratio 
11 as a requirement that there -- I mean, no more than a 50 
12 percent loss ratio -- then, I think all you need do is look 
13 at some other states where the rates are lower and the loss 
14 ratio is lower and the prices there makes that insurance 
1s available, then you can rest assured that those creditors 










tha.t in a minute • 
In any event, I believe that' .818 dollars 
\ 
per thousand a month on the outstanding balance, or about 
53 cents a hundred on the initial loan amount of declining 
balance loans is well above the price needed to make the 
l 
insurance available, and that'the Commission should adopt 
.a rate no higher than that. 
The 60 percent rate proposed by the 
.Department is nothing more than a giveaway. 
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2 I think it's possible to take two approaches 
3 to sort of validate that point, and the one 'ttihich 1 have 
4 mentioned is to look -- which I think is of particular 
~ 
s importance in Virginia where the rate is so high -- is to 
s look at other states and see if lower rates have cut profits 
7 so that the insurance is not available. I take it that the 
a insurers and creditors are ordinary businessmen, and they're 
9 not going to continue to offer goods if they can't make a 
10 profit on them. 
11 I've prepared an exhibit taking 53 cents a 
12 hundred single premium rate as a standard, showing states 
13 where the credit insurance prima facie rates are at or 











COMlwliSSIONER BRADSHAH: That '11 be 23. 
THE WI'mESS: What this exhibit shows, rather 
simply, is that there is more than twelve billion 
dollars -- almost thirteen billion dollars of 
insurance in force at rates as low or lower in 
large states, small states, .in'dustrial states, 
in rural states. I think that even this chart is 
misleading in ~he sense that it's too conservative 
because in New York, which has 8.9 billion dollars ~ 
of insurance in force, and New Jersey, which has 
25 2.7 billion dollars in force, most credit insurance, 
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except for a few small creditors, is sold at 50 
cents or below. I think they ·have a so-called 
detriment~l rate where a small creditor is 
allowed a larger rate in the bulk of their 
business. And in California, with 9.13 billion 
dollars of credit insurance in force, the 
Insurance Department has proposed new rates ·under 
which 50 cents would be the maximum rate, and 
under t-1hich most loans in auto -- excuse me --
most loans and auto financing banks would have 
a rate of 35 cents, and small loan companies 
would have a rate of 40 cents. 
Now, I think one state, in particular, is 
of particular significance, and I think that~ 
Pennsylvania because Pennsylvania is the other 
major state with a case rate system. 
\ 
And I have prepared an exhibit discussing 
the availability· of credit life insurance in 
Pennsylvania, and I'd like. to take a second with 
it because I think it's of some significance. 
MR.. WILL~iS: Mr. Commissioner, we 1 re 
on Exhibit 23? 
C~ISSIONER BRADSHAW: The last one 
· is 24. 
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MR. WILLIANS: 24. Thank you. 
THE \fiTNESS: In the first part of this 
exhibit, I've just simply compared the Pennsylvania 
rates with the rates proposed by the Bu~eau and 
the rates which I am proposing, for one through 
five years. And as··~the chart shows, the present 
Pennsylvania interim rate or prima facie rate is 
below the Bureau's proposal at every duration, 
and it's below the -- it's below the rate which 
we are proposing, the so-called 53 cent rate. 
Pennsylvania has a discounted rate, which 
is quite similar, although not exactly the same, 
as the rate whi~h the Bureau is proposing. Well, 
keeping in mind that Pennsylvania credit insurance 
is cheaper-- credit lifemsurance is cheaper at 
every duration than what the Bures~ is proposing, 
' 
you can look at the next column to see if the 
stuff is still sold there, and I think the 
answer is, quite clearly, that it is. There .is 
7 billion dollars in credit insurance in force 
presently in Pennsylvania, as compared to 2.7 
billion in Virginia. 
It is true, of couxse, that Pennsylvania 
is a larger state than Virginia; and so I also 
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calculated the credit life per perso~ basing my 
figures on the 1970 census data '~hich was the 
latest 8\'S.ilable to me at the time. And I think 
it sholtJS that they 1 re pretty much even, but 
that, in fact, in 1976 there was more credit 
insurance per person sold in Pennsylvania than 
there was in Virginia. So I think it's just 
indisputable that, at 50 cents a hundred, credit 
insurance will be made available to consumers. 
I have also added on this chart because 
there was some -- there were some questions about 
the A & H rate, I listed the Pennsylvania prima 
' facie A & H rate. As I understand it, there is 
no fixed rate in Virginia at the present, but I 
think it's safe to say that these rates are 
below practica~ly all the A & H rates dn --
presently in force in Virginia. I've listed 
here only the 14-day retro rate, which is the 
standard consumer policy. 
Finally --
COMMISSIONER BRADSHAti: How long has this 
rate been in effect in Pennsylvania, and who sets 
the rate in Pennsylvania? 
THE WITNESS: Yes, sir. l~ell, the overall 
TAYLOE, ZAHN & HALL, LTD. 
REGISTERED PROFESSIONAL REPORTERS 


























case rating system and the basic 50 cent rate 
has been in effect since 1971 until, I believe, 
1974, although it could be 1975, bu·t I'd have 
to check my notes. It was an automatic 120 
percent upward deviation granted to small loan 
companies on the theory that their mortality 
is higher. 
In 1975, that was dropped from the 
Pennsylvania regulation because it was their 
experience that that wasn't the case. 
The way the rates are set in Pennsylvania 
is almpst identical to the way the Bureau is 
proposing. The Insurance Department, rather 
than a Commis~ion, like yourselves, issues 
regulations. Once those regulations are issued, 
. ' 
the rate is' set automatically by the·case rating 
system. 
A company simply files every year. The 
filing, itself, sets the rates. The Bureau 
simply checks the arithmetic and sends them 
back a concurring letter. 
38 
Finally, the last part of this exhibit --
and I'll come back to it later. I've just broken 
down how the premium is allocated in Pennsylvania. 
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The claim cost there is based on a SO percent 
loss ratio, so that 50 percent of the premium 
dollar gees for claL~s; a maximum of 30 percent 
goes for commissions, by their O\·rn regulation; 
27 percent to the creditor; 3 percent, if there 
is an agent, to the agent; and that leaves ten 
percent for the insurer. I'll comment in more 
detail on the significance of that in a minute. 
I did one other thing, which was to 
look at Massachusetts, since there had also 
been testimony about the 50 cents; and I have 
\ 
an exhibit which explains my findings on that 
\ 
point. 
Massachusetts has a peculiar and, I 
believe, unique credit insurance situation. 
It's a simply flat 50 cent a hundred maximum 
by Statute -- not a system, I·'.guess, which I 
would recommend, but that's the way it is there. 
I 
And so I've compared, again, the rates 
in Massachusetts with the Bureau and our 
proposed'rates. The Massachusetts rates are 
below -- are below the Bureau's proposal and 
39 
are below our Proposal for the first year, 
almost the same for the second and slightly above 
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for the next three. 
What I did in :Hassachusetts was -- because 
it was the one place l-lhere I knew that this type 
of insurRnce was available, was to look at the 
small loan companies and to see if they were 
still selling credit insurance at the 50 percent 
rate. 
In the second chart do~-;n, we looked at 
the total number of small loans granted by all 
companies and, then, the number of small loans 
sold with credit life, and wedid this by 
looking at the individual submissions for ~very 
company for 1973 through 1976. And the results 
are quite clear: Between 88 percent and 93 
percent of every loan in Massachusetts is sold 
with credit life insurance. 
It might be observed that, perhaps, the 
small loan companies don't need the credit life 
commissions as much because they get a higher 
rate in 1-Iassachusetts. And on the back of this, 
I've compared the Virginia and Massachusetts 
small loan rates -- the ones that were in effect 
during 1975 and 1976 -- and, again, the Virginia 
rate is higher at every loan and every loan 
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duration -- every loan amount and loan duration 
than the comparable loan in Massachusetts. 
Finally, I threw in this little sheet at 
the bottom on banks. This is just a little 
brochure that my o~vn bank sent me, trying to 
get me· to take out a new car loan. I think 
the significance of it is the littl~ note at 
' the bottom: 
"Includes group creditors life 
insurance at no extra charge." 
Massachusetts banks, typically, just 
throw in the credit insurance and don't charge 
you extra for it and do not charge you interest 
on it. 
So I think what these ~igures show is 
that at 52 cents and below -- and well below, 
that credit insurance offers a sufficient return 
to creditors and insurers so that it's freely 
available. 
I'm aware of nothing in Virginia which 
would make costs higher here than in all of these 
states, so that adequate profits couldn't also 
be made. 
In:~y opinion, in the face of these 
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statistics, the burden is clearly on the industry 
to show that there is something unique about 
Virginia l-lhich makes costs here so much higher 
that insurance must be priced substantially 
above that in other states. I don't believe 
that they can meet that burden. 
BY MR • lfiLL!A}1S : 
42 
Q Mr. Sable, in addition to the comparison of 
rates of other states, you suggested that there lt/SS a second 
approach that could be used to determine the reasonableness 
of a rate. 
A Right. I think in Virginia -- as I say, the 
comparison is far and away the strongest and simplest method. 
And I think the -- the other approach is to look at the 
components of the rate and see if they add up to enough 
money for everybody involved. I take it to be adequate, and 
I believe the Connnission's --one of the Commission's 
rulings, in effect, discusses this. 
Rates must meet three basic needs: There 
must be enough money to pay the claims; there should be 
enough money to the insurer to cover reasonable costs and 
profits; and there should be sufficient benefits to the 
creditor and the agent, if the agent is separate from the 
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2 c~ditor, fo~ reasonable costs and profits. 
3 If any of these three components are not 
~ sufficient, then the insurance wouldn't be made available; 
s and ~on the other hand, if it is available, then I think \-Je 
6 can be sure that there is enough to cover the three 
7 components. 
a Of the three, the most controversial has 
s been the amount to the creditor. I think a 53 cent rate per 
10 hundred will more than meet all three of these needs. 
11 Q Taking each component of the rate separately, 
12 is the 53 cents per hundred rate sufficient to pay insurance 
13 claims? 
14 A I think there has been a lot of testimony 
1s about that. I think the Department's study looked at the 
16 incurred losses, adjusted them for the slightly looser 
,, underwriting standards, which they are proposing. And in 
1e Exhibit 10 they used those figu~es to calculate a mortality 
19 rate of .409 per thousand per month. 
20 The Department'then derived rates based on 
21 a 50 percent loss ratio, which produced a monthly 
22 outstanding balance rate of .~146 and -- and I may have this 
23 figure wrong -- an equivalent single premium rate of 52 cents 
2~ per hundred. I think the exact figure is .5026. 
25 Then, the 53 cent rat~ which we are proposing, 
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would allo'to~ half the premium dollars for historical Virginia 
cl3im cost and the remaining half for the other components. 
Tha~'s actually a slight oversimplification, because of 
discounting for investment income, slightly less than h3lf is 
available for other than claim costs, but this amount is 
offset by the investment income the insurer earns. For the 
purposes of this calculation, these two factors, at least, 
balance out; although, I think, in fact, they favor the 
insurer. 
Furthermore, I think that this ·.4090 is a 








a dol~nlvard trend in the claim cost for the last three years, 
as sholm in Exhibit 5 of the Bureau's study. 
I think a more reasonable choice, given a 
downward trend, would have been to use last year's figure 
of .3955, instead of .4090. 
Second, the adjustment made for the new 
standards assumes that all denials were based on policy 
2o restrictions removed by the new regulations. I think that 
21 assumption is unlikely to be true. If the .3955 figure was 
22 taken and the adjustment factor.-- the entire adjustment 
23 ~actor was used, then the equivalent dollar per hundred 
24 rate would be about .5128, or slightly more. than 51 cents 
2s a hundred. 
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So I think the 53 cents a hundred offers an 
ample margin for a 50 percent claim cos.t and, in fact, will 
come in above that. \ 
Q \'1:1.11 a 53 cent per hundred rate sufficiently 
provide for insurer.costs and profits? 
A I think, after you deduct claim costs, you've 
got half the premium dollar left. 
Now, information on insurer costs is not 
very easy to get, but a proposal by one major insurer, at 
least, gives some outside limits. I believe there lo~as some 
reference to it in earlier testimony. The Aetna Insurance 
Company, in 1975, submitted a major credit insurance 
proposal to Senator Proxmire. Aetna was, then, one of the 
major sellers of credit insurance. I think they have more 
than a billion dollars of credit life coverage, according 
to Spectator magazine. 
They would allow a fixed amount of creditor 
compensation at a rate, I know, of about 10 percent of the 
premium. 
But the point that I would like to sub~it 
this study for is that the Aetna study takes, as one of its 
assumptions, that 12 percent of the premium would be 
adequate for their costs and profits. Now, since it's 
unlikely that Aetna understated its costs, I think 12 percent 
TAYLOE, ZAHN & HALL, LTD. . 
REGISTERED PROFESSIONAL REPORTERS 



























can be taken as an outside figure for its insurer costs, and 
that's wpat I've done. 
I'd like to also submit this study. 
TilE BAILIFF: Exhibit 26, sir. 
COMHISSIOl\"ER BRADSHAt-1: That will be 26. 
THE tUTNESS: I think 12 percent for insurer 
costs is more than reasonable from other testimony 
I've heard, as well. Insurance companies --
rather the Maryland Life Insurance Company 
testified in California at a hearing I was at, 
and they testified that 8 to 15 percent was a 
reasonable retention rate. And I believe that 
the NAIC Staff Study also comes with a similar 
figure, so they think 12 percent is ample for 
insurer retention. 
And, in fact, many companies are willing 
to receive, as M%. Hunt testified, from zero to 
three percent on their group business and make 
their profits from the investment income; and 
there are references to that in the 1967 hearings. 
For the record, I'll give the citation: 
Subcommittee on Antitrust and Monopoly of the 
Uommittee on the Judiciary of the U. S. Senate, 
entitled The Consumer Credit Industry (Credit 
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Insurance), 1967, the 90th Congress, 1st Session. 
So, so far, that leaves, I think, at least, 
38 percent of the premium available to creditors 
and agents. As I'll show, 1 think the actual 
benefit is closer to 48 percent and, in any 
event, I think that 38 percent is more than 
adequate 
BY MR • WILLIAl·iS : 
Q Finally, is the 53 cent per hundred rate 
sufficient for the third need -- that is, to provide creditor 
compensation? 
A As 1 said, there is 38 percent left. I 
believe that the Commission will probably hear later a lot 
of testimony showing that this 38 percent -- that at the 
present 78 cent rate, creditors and insurers are barely 
making it, and that they need that money for their costs. 
I would urge the Commissioners to take that testimony with 
a grain of salt. 
I remember speaking sometime ago to a loan 
manager in Virginia, who asked me not to quote him,. but he 
was telling_me what his instructions were on ~redit life; 
and it was so striking, I wrote it down. He was told, 
quote: "Put it on everyone. It's all gravy." 
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2 And I think that's a little closer to the 
3 situation, but let me try to be a .little more precise than 
.. 
4 just calling it gravy. 
5 I think the first thing to understand is that 
6 there are other benefits, and substantial benefits, available 
7 to the creditor beyond the premium dollars. The most 
8 fundamental fact is that the creditors are the major 
9 beneficiaries of the credit insurance. They collect on the 
10 insurance for which their customers have paid. 
11 Now, it's very difficult to get statistics 
12 in this area, and the one statistic I have been able to come 
13 up with is from the California Credit Hearings. For the 
14 record, that's the California Credit Insurance Hearings,. 











was repeated in the Subcommittee on Financial Institutions 
of the Committee on Banking and Currency of the u. s. Senate 
in hearings titled "Hearings on s. 1754 Consumer Credit 
Insurance Act", 1969. 
MR. DOBBINS: Did you say 1967 or '77? 
THE \fiTNESS: '69, I said on these hearings. 
MR. DOBBINS: California was 167? 
THE WITNESS: Yes, sir. '67. I'm sorry. 
MR • DOBBINS : Ol(a y. 
( 
THE lfiTNESS: 9lst Congress, 1st Session. 
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And this was the testimony of Ronald Roberts, 
who l-1as from American National Insurance Company 
and a past president of the Consumer Credit 
Insuranc~ Association at 186 and 187. 
What he testified to was that creditors 
collect about 80 percent of uninsured debts when 
the debtor dies. That is, that of all those 
debtors who die, they can still get 80 percent 
of that money from the estate, from the family, 
and so forth. 
So this means that 10 percent of the credit 
insurance claims are a direct benefit to the 
creditors from having sold the insurance. That 
is, that's the money that they won't have gotten, 
except for the credit insurance. 
Now, what I think I've done in this 
exhibit here is to assume that this evidence is 
off by a hundred percent or maybe 50 percent-, and 
the creditors would collect 90 percent of the 
debts. And so, I'd like to in this exhibit, 
I've tried to show what an impact this has on 
the rates available. 
THE BAILIFF : 27 , sir • 
COH~flSSIONER BRADSHAlv: Exhibit 27. 
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THE tYITNESS: \~hat I've done here, first 
of all, is to take the premium, and I've also put 
the proposal of the Department for comparison 
purposes, and the premium, .of course, is a 
hundred percent. And, then, I've deducted from 
~hat the claim cost, 50 percent for our proposal, 
44 percent for the -- 50 percent for the claim 
cost and 44 percent for the claim cost in the 
Bureau's proposal. Then, I've deducted the 
12 percent insurer's cost that I discussed 
previously, leaving 38 percent of the premium 
to the creditor, 44 percent under the Bureau's 
proposal. 
Then, ~-1hat I did in the next column is to 
so 
take the. average yearly adjusted claim costs from 
the Bureau's exhibit, which is $12,770,000, and 
I've assumed that 10 percent of that, as I've 
explained, is otherwise a benefit to the creditor 
for having this credit life. That comes up to an 
additional $1,277,000. 
I then go through the arithmetic to 
determine whatJ percentage of the premium that i 
would amount to. Taking the $19,540,000 premium, 
which would be developed at the 53 cent rate from 
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the previous exhibit; adding to that the 
$5,470,000, which was the amount I'm assuming 
was oold at less than the maximum rate; and 
taking the percentage, it comes out to 5 
percent. So that, in addition to the 38 
percent in direct dollar benefits, there is 
this other 5 percent be·nefit. But that's not 
all the benefits. 
Excuse me. I should mention that this 
is conservative, in the sense that although 
itrs true that they collect 90 percent of those 
debts, I think itrs almost self-evident that 
the collection costs are greater where the 
debtor dies. They may have to go after the 
estate. They may have to repossess collateral. 
They may have to do any number of things, which 
they're saved when credit life·simply pays off 
the debt. 
In addition, nearl~ all credit insurance 
in Virginia, except for credit unions, is sold 
on the single premium method. This means that 
.I 
the creditor is charged for the insurance for 
the full length of the transaction at the 
51 
beginning and add that to the loan or sale amount. 
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For every insurance sale, not only does the 
creditor make the loan n1ore secure, but it 
i~creases its earnings. And, again, there are 
no exact figures available, so I made -;:hat I 
think, again, are very conservative estimates. 
I've assumed that 85 percent of the 
insurance sold in Virginia is on the single 
premium method; and I've further assumed that 
the average loan is only 12 months, although 
· ·r•m sure it's longer; and that it's sold at a 
rate of 7 percent add-on, which would be 12 and 
a hal£ percent annual rate; that it is below · 
all rates in Virginia and a substantial amount 
of car finan~ing, as well. 
I have taken yearly premiums, which would 
be collected under the two rates; multiplied it 
'by .07, which is 7 percent add-on; and compared 
that with the total premium dollar. And, again, 
we get 5 percent on the 53 cent rate, and 6 
percent on t~e Bureau's rate; or extra benefits 
of $1,370,000, if the insurance was sold at 
.I 
52 
53 cents; and $1,560,000, if the insurance was , 
sold at the 60 cent rate. So that we've added 
in dollar figures about another one, two --
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two and a half million dollars in benefits. 
And in percentages, to~e now have a total benefit 
available tn the creditor of 48 percent of· the 
premium dollar under our proposal; and under 
the Bureau's proposal, 55 percent of the premium 
dollar. 
Now, the best evidence I've been able to 
find is that 10 to 15 percent of the premium is 
more than sufficient to cover creditors' costs 
and profits, so that they'll make the insurance 
available. 
The Aetna proposal, which I have already 
mentioned, uses 10 percent as the basis for its 
calculations. The National Association of 
Insurance Commissioners staff stud~ probably 
~he.most authoritative.work in the area, used 
tw~ different ap~roaches for the reasonableness 
of rates, and arrived at loss ratios of 70 
percent with 15 percent of the premium to the 
insurer and 15 percent to the creditor for costs 
and profits. And that's at page 74 and 75 of 
A Background Study of Credit Life and Disability 
Insurance, 1970, by the -- published, I guess, 
by the National Association of Insurance 
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Mr. Hunt, who has previously testified 
4 i 
here, testified at the 1967 Senate Hearings as 
5 :a follows: 
6 
"I have taken this (allot·Iance for 
7 
creditor costs and profit) at 10 percent, 
8 
which I am sure exceeds the creditor 1s 
9 
cost of administering the insurance." 
10 
MR. DOBBINS: Excuse me, just a moment. 
11 
I think hearsay has a certain place in this 
12 hearing, but when the witness, himself, has 
13 
already been here and, then, t~ testify to 
14 hearsay of that ~vitness --I think that's a 
15 little far afield of the question. 
16 MR.. WILLIAMS: This is a public hearing. 
17 Mr. Hunt
1 s testimony is in the ·,67 Senate 
18 Hearings, page 3 of the transcript of those 
19 
hearings, where this statement is recorded. 
20 COMMISSIONER BRAD SHAl-l: Did Mr. Hunt 
21 MR. WILLIAMS: The statement was made 
22 
under oath, as I understand it. 
23 
SENATOR BREEDEN: lfuere l"las that transcript ! 
24 made? 
25 MR o v1ILLIAMS : This was the 196 7 Senate 
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Hearings in Washington, D. c. 
SENATOR BREEDEN: Well --
MR. DOBBINS: The point I'm making is 
•1r. Hunt, himself, has been here on th~ stand. 
He can testify to that himself, without double 
hearsay. 
SENATOR BREEDEN: t-lell, I have been 
sitting here, listening to this, and I am never 
quite certain from time to time whether the 
't-litness is taking an excerpt from testimony 
that he got -- maybe it was a minority opinion. 
It's just impossible for us to have sprung on 
us this morning a·statement from the XYZ Hearings 
ten years ago and what somebody said, must less 
determine whether that person was right or 
wrong. 
The gentleman has assumed the prerogative 
of listing out of context and quoting as though 
it were subject to cross-examination. I don't 
see how you can cross-examine a man who is 
simply reading from the record. I'm certain we 
could tell, if we knew this turn in the 
testimony, if this had been pre-filed or these 
exhibits had been furnished us. We could have 
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put tog~ther contrary testimony. 
I think it should be stricken from the 
record on the fact that it is the rankest 
hears~y. TI1e merely quoting of somebody's 
report from California or Kalamazoo -- it ought 
not to be taken here as evidence that we would 
be called upon to rebut. 
MR. "liLLIAMS: Your Honor, the statements 
which Mr. Sable has been making here and which 
have been referred to, are .statements which were 
put into the record under oath in various 
proceedings, all of those proceedings being 
matters of public record. 
CO~tiSSIONER SHANNON: Mr. Williams, we 
don't have those before us. I believe the 
people that come here have a right to probe 
into statements made; and when you're relying 
on a record made in California or somel'lhere 
else, I think that~ going too far. It's the 
rankest kind of hearsay. 
C001ISSIONER BRADSHAl-1: Since Mr. Hunt 
was here and had the opportunity to; testify, 
the motion will be sustained -- the objection 
will be sustai~ed as to quoting Mr. Hunt. 
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2 THE HITNESS: It's difficult to find 
3 anything exactly analoeous to ·credit insurance. 
4 I think tbe. closest analogy is employee group 
5 insurance. It's true that in sora1e ways credit 
6 insurance may be more expensive than employee 
7 group insurance. The groups and individual 
8 coverage may· be larger and there is probably 
9 less turnover. On the other hand, some of the 
10 expenses are much less. For each transaction, 
11 the creditor already has to fill out a form 
12 which contains all the information needed for 
13 insurance. To add the insurance, in fact, 
14 requires only a little extra space on the form 
15 and another signat ure. 
16 In any event, compensation for group 
17 employers is substantially less than any 
18 figure discussed for credit insurance. 
19 I have prepared an exhibit showing 
20 typica.l premit.nns • 
21 THE BAILIFF: 28. 
22 THE viTTNESS: For employers paying $20,000 
23 or more in premiums, commissions are 5 percent or 
24 less. 
( 25 SENATOR BREEDEN: ' Excuse me, just a minute. 
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We have now boiled down to two copies for five 
counsel six -- seven of us.· It's like three 
fishes and four loaves, or whatever it is. 
You can't divide that up. 
CGft~ISSIONER SHANNON: At least, you 
can't, Senator Breeden. 
MR. WILLIAMS: I will make copies 
available. I have erred here, and I will make 
sure that I have additional copies. 
THE WITNESS: For employers who pay 
$20,000 or ~ore in premiums, commissions are 
5 percent or less. For large employers, they 
m8Y be a fraction of 1 percent. 
I think, even if we assume that credit 
insurance is twice as expensive to administer 
as employee· group insurance, the proposed 
regulation provides an ample margin. 
Finally, some:actual rate applications 
have estimated creditor costs at 5 percent of 
the premium. In New York, to apply for a rate 
deviation, an amount is often designated for 
administrative costs. For many auto and 
mobile.home dealers-who sell insurance directly, 
S percent is listed for those costs. Since 
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New York rates are based on 67 percent loss 
ratios with a 72 percent loss ratio re~tired 
for deviations, the dollar amounts l•:ouid be 
even smaller than those under the proposed 
regulation. Assuming that creditors should 
get a profit equal to 100 percent of their 
costs, 10 percent -- that is, s·per~ent for 
costs and 5 percent for profits •- would still 
be sufficient. 
And in the exhibit which I have already 
submitted on Pennsylvania, I have, as I 
mentioned, broken down the premium costs and 
they're at a maximum 30 percent of the premium 
dollar made available in Pennsylvania. And 
as I've shown, there is plenty of insurance 
sold there. 
So to sum up on that point, creditors, 
I think, would offer insurance if they received 
as much as 15 percent of the premium. At a 
53 cents per hun~red rate, creditors would 
receive benefits of more than three times that 
much, still allowing ample amounts for claim 
costs and insurer costs. 
I believe there is no justification 
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2 before the Commission promulgatirga single 
3 premium rate any higher than 5·3 cents a hundred. 
4 f 
5 BY J4R • l·1ILL IAl-fS : 
6 Q Is your proposal for a 53 cent rate and 
7 your anaiysis of the return to creditors and insurers · 
8 consistent with the Virginia Statute? 
9 A I believe that it is. I'm not testifying as 
10 a legal eh~ert, Mr. Williams, but I know that the Statute 
11 calls for a fair return to creditor and insurer. I believe 
12 that S3·cents gives a more than adequate return to both of 
13 those parties. 
14 As 1 understand it, the Commission has 
15 further interpreted the Statute to say that no matter how 
1s much excess profit is involved, a rate which achieves at 
11 least a 50 percent loss ratio must be approved. This is an 
18 unfortunate interpretation, because ·much lower rates could 
19 still afford a fair return to creditors and insurers. But 
20 my proposal of 53 cents would achieve only a 50 percent loss 
21 ratio and would, therefore, comply with the Commission's 
22 interpretation of the statute. 
23 Q And in light of the statutory requirement 
24 that due regard be given to a fair return to the creditor, 
2s if a creditor or several creditors could come in and 
TAYLOE, ZAHN & HALL, LTD. 
REGISTERED PROFESSIONAL REPORTERS 


























demonstrate that their needs for costs nnd profits were 
greater than 49 percent of the premium, do you believe that 
that would require the Commission to set a higher interim 
~ 
A No, I don't. In the first place, I think 
it's important that the consideration of the fair return to 
the creditor is not a guarantee of profits. The Commission 
was careful to point out in its interim order that due 
regard to a fair return to creditor and insurer means 
that the opportunity to realize a fair return must be afforded 
each party'. It does not require that the Commission 
guarantee a fair return to each and every creditor and 
insurer. 
Whether a company will, in fact, make a 
profit, depends on whether it operates .in an official, 
businesslike manner. I don't think it's the purpose of the 
Virginia Statute or the Commission regulations·to subsidize 
inefficient businessmen at the expense of Virginia consumers. 
Just because a company runs high costs does not automatically 
entitle it to a higher rate. 
But even if a few companies could show that 
their costs were so high that they needed more than 49 
percent of the premium, I still don't believe that that would 
be sufficient reason to raise the statewide interim rate. 
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2 Section 11 (A) (5) of the regulation clenrly 
3 permits the creditor to come in and make a sha"ing thnt in its 








two 9r several creditors, if they exist, should not be allowed 
to set a state'\·lidc rate and provide windfall profits to every 
other company. 
' I think there is one instance in l-.7hich 
insurance companies or creditors would be entitled to come in 
under those special proceedings, that I can imagine. I believe 
Mr. Permar -- if I have his name right -- has already alluded 
12 to it in some cross-examination. If there were a company that 
13 were running some very low loss ratio, then, although it 
14 would still, under our proposal, be getting a substantial 
15 part of the premium to cover its cost, the dollar amounts 










the Commission would apply at that point would be to raise the 
premium rate sufficient so that the dollar amounts left over 
.to.insurer costs and creditor costs would be equal to or 
somewhat near what would be under the interim rate at the 
normally expected loss ratio. 
Q Even if the interim rate is too high, won't 
the procedure in Section 11 eventually result in a fair rate 
for everyone? 
A . Well, I think, in the longrun, it will. That 
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is, in the longrun, rates will go do't-10 tot-1ards the 50 percent 
loss ratio, but I don't think that's jus~ification for 
start~g out too high above it. 
The problem is that the Section 11 rates are 
set on the basis of an experience period, which can be as long 
as three years, under the definition in Subsection E (10). 
Further cases of less than credible size are all-1ays controlled 
by the Section 10 rates. There is no reason why Virginia 
consumers should be overcharged millions of dollars while the 
Section 11 procedures are working themselves out. 
Q The proposed interim rate formula for single 
premiums and the rate making standards for single premiums have 
a factor for investment income. Are these provisions 
necessary? 
A Yes, I believe they are. Unlike all other 
insurance with which I am familiar, both life and casualty 
insurance usually must be paid for by the customer in advance. 
If a consumer is purchasing a mobile home 
for five years, he must pay the full five-year premium at the 
beginning of the transaction,. even though the bulk of the 
protection he is purchasing will not be received for several 
years. This is called the single premium ::method. 
Credit unions and many banks and other 
( 2s · creditors collect millions of dollars in premiums on the monthly 
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outstanding balance basis, or some variant of it, where the 
consumer pays for the insurance as it is· provided to him. 
Th~ single premium allows creditors to 
finanae the cost of the premiums, increasing their income, and 
allows the insurer to earn extra income to the investment 
return of the advance premiums. 
As long as the single premium -- as long as 
the single premium mode is permitted, then I believe that the 
investment income must be considered by the Bureau of 
Insurance, in order to fulfill -- must be considered by the 
Commission, in order to fulfill its statutory obligation to 
give due regard to a fair return to creditors and insurers. 
I read the Statute as requiring you to look 
1s at what the fair return is and, clearly, investment income is 








Q If the proposed regulation, as has already 
been testified to, follows the NAIC model regulation and uses 
the case rate method, do you believe that the case rating 
method is a practical one? 
A Yes, I think ~his is, obviously, a very 
important issue because of the questions that have been 
raised about how complicated it is, and so I took it upon 
2 4 myself to visit the Pennsylvania Insurance Department and to 
25 
. 
discuss -- to discuss their administration with them. I had 
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~m~ DOBBINS: Now, may I interrupt you just 
a minute? 
Is it counsel's intention to present direct 
evidence on the pnrt of the Pennsylvania Department 
on this question? 
MR. lflLLIAlriS: It is my intention to present 
evidence on the results of Mr. Sable's investigation. 
MR. DOBBINS: Do you anticipate presenting 
any direct evidence by any member of the Department 
or the Bureau in Pennsylvania? 
MR. WILLIAMS: I do not know. 
MR. DOBBINS: Then, I object to this 
testimony. 
MR. lfiLLIAMS: Your Honor, Mr. Sable has 
visited Pennsylvania specifically for this purpose 
because of the number of questions that were raised 
in cross-examination about the case rating method. 
lve have examined the regulations from 
Pennsylvania. We are prepared to introduce those 
into evidence here, and Mr. Sable is prepared ~o 
respond to the inquiries that were made by other 
counsel in the previous hearings with respect to the 
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case rating method. 
C0:,1MISSIONER SHANNON: l'ir. Hilliams, does 
Pennsylvania have a statute similar to 36.1~82.7B, 
the statute that's involved in this pr0ceeding? 
MR. lfiLLIAMS: It's my underctanding, Your 
ilonor that it is similar. 
We have the regulations here, which are the 
case rate method. Pennsylvania has adopted the 
case rating method, which is part of the proposal 
here. I will put those into evidence as an exhibit 
for comparison purposes, and I think that Mr. Sable 
in answer to the Commission's questions or on 
cross-examination, can respond to the sorts of 
issues that you're raising now. 
C~1HISSIONER SHANNON: It seems to me that 
we've got to decide this case under the Statute 
that's in effect in Virginia. ·And,.really, what 
other statutes do is of interest, ·but I'm not so 
sure it's going to be so helpful in determining 
our rules and regulations under our Statute. 
. 
MR. lviLL~1S: My response tD that would be 
that my understanding is that this is in the nature I 
of a legislative hearing, and what I'm trying to 
do is give the Commission information which, I 
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think, will aid in a determination. 
COMMISSIONER SHANNON: It's a legislative 
hearing. l-.'hen we interpret a statute, l.JC 're 
acting in our judic:i.a 1 capacity, nnd the Supreme 
Court has made that pretty clear, recently. 
~m.. liTLLIAMS : I understand that, and I 
think Mr. Sable's testimony is justified on this 
case rating method and hol17 it's used in 
Pennsylvania. And I think that in this case, it 
would be helpful to hear that before determining 
whe~hcx it will be of any value to yo~. 
MR. DOBBINS: May I respond to that? 
In addition to what Mr. Shannon has 
said, my principal objection to this line of 
67 
testimony is that this is an important matter to 
people who are interested, in addition to 
Mr. Williams' unidentified client, and we believe 
that if Pennsylvania experience is relevant, then 
those people who have ~ome direct responsibility 
in applying the Pennsylvania statute should be 
here testifying to it, not Mr. Sable's 
discussions with them. I would ~bject to it 
on that ground, as well. 
MR. ~1ILLIAl-1S: 1f our Honor, I think that 
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2 ~ir. J)obbins • point may go to the weight thut 
3 the Conunission \'lould give Hr. Sable 
1 s 
4 f testimony, as opposed to whether or not it 
5 • should b~ heard s.t all. And I think that 
6 his testimony will be to the question of how 
7 ·the case rating method works in Pennsylvania, 
8 not whether it is legal in Virginia, or l'lill 
9 be in compliance with the Virginia Statute. 
10 Thosea are issues, which, I think,-will be 
11 addressed by counsel in whatever briefs the 
12 Commission might allow at the conclusion of 
13 this testimony. 
.··~ 
14 MR. DOBBINS~ That's exactly my point, 
15 if it please the Commission. Mr. Williams can 
16 introduce the Pennsylvania Statute and Pennsyl-
17 vania regulations, if he chooses, but to have 
18 ~1r ~ Sable testify hol\' it works in Pennsylvania 
19 is, to me, completely irrelevant •. 
20 MR o WILLIAMS: l.fr. Connnissioner, Mr. 
21 Sable is here under oath. He is here, having 
22 done an investigation which was very responsive 
23 to the very serious questions pos.ed in the 
24 earlier proceedings here with respect to ho't'l 
(· 25 this case rate method is administered. I did 
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not have the ability nor the funds, I don't 
think, to have th~ people corne'down from 
Pennsylvania to testify to that, and this is 
the next be~t thing that we coulcl offer~ 
~m. DOBBINS: I'd just be interested 
with respect to the funds, who pays 
Mr. Sable's e'~enses? 
MR. WILLIAMS: Nr. Dobbins, I'm not 
sure that's relevant. 
MR. DOBBINS: Yo~ 've raised the question 
as to the ability to have the best evidence here. 
MR. WILLIAMS: I don't lt1ish to respond to 
that because I don't think it's relevant, sir. 
CONHISSIONER BRADSHAH: t~ell, I'm sure 
Mr. Sable is going to testify that they 
administer they administer this Pennsylvania 
la'o1 l-7ith ease in Pennsylvania. 
THE ~TNESS: I'd say that's an accurate 
summary. 
COMI'fiSSIONER BRADSHAW: Is that the 
bottom line of what you're going to say? 
THE WITNESS: Yes, sir. 
. "! 
C~1ISSIONER BRADSHAW: l~e 're going to let 
69 
you answer the question. It's going to be admitted 
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for.its weight, but we're going to decide this 
case under Virginia law and the Virginia 
Statute. 
Jtm. WILLIAMS: That"s my understanding, . 
sir. 
COMHISSIONER BRADSHA\-1: So it will be 
admitted for the·weight. 
MR. DOBBINS: Excepti~n •. 
MR. BREEDEN: There is no way we can 
cross-examine the witness on what someone 
else has said. 
' CO}MlSSIONER BRADSHAW: I understand 
that. 
MRo BUFORD: I understand the objection 
is for all of us. 
COMHISSIONER HARHOOD: I'm guarding 
against what somebody from Pennsylvania told 
him. ~ou.know, in conversation,··Mr. X said 
he liked it; Mr. Y didn't; Mr •. Z can live with 
it, but he has same problems -- that kind of 
testimony, I can't consider. ' 
MR. WILLIAMS: I think Mr. Sable will be 
able to limit his testimony to the nature of the 
regulation in Pennsylvania and, perhaps, the 
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number of people that are used to administer 
it, and things like that. 
THE lfiTNESS: I would offer the 
Pennsylvania regulation, which is similar, 
although not identical, to the NAIC regulation 
and the regulation l-7hich the Bureau proposes. 
COMHISSIONER BRADSHAl-1: Are there any 
major differences, anywhere? 
THE liiTl\TESS: Yes, sir. I would say 
the major difference is that the Pennsylvania 
regulation uses a 60 percent basic loss ratio, 
as opposed to the 50 percerit basic loss ratio 
which is proposed by the Department, and there 
are some other math differences in some of the 
calculations. The discount rate is slightly 
less, but I would say the major difference is 
the 60 percent loss ratio. 
COMMISSIONER BRAD SHAl-l: l.Jouldn 't that 
make one heck of a difference, as far as 
administration'/ 
THE lfiTNESS: No, sir., I don't believe 
that it would. It's administered identically. 
It's just a· question of applying a different 
standard. 
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Pennsylvania, in eff~ct -- the question 
is: Did this company have a 60 percent loss 
i ratio. In Virginia it l·7ould be : Die they have 
a a 50 percent loss ratio. \·1hatever at!swcr pops 
out, the same types of things are done in both 
states. 
CONMISSIONER BRADSHAW: Go ahead. 
THE \fiTNESS: Virginia -- excuse me. 
Pennsylvania has had a case rating system since 
1971, but they've only used it for deviations. 
They found it to be some't-1hat impractical to 
use it in that'way, in the' sense that everytime 
a· company. came in for an upward deviation, they 
had to ask the for all the information which 
a full case rating system would require. And 
every time, it ·was their opinion that --
MR. DOBBINS: Excuse me, just a minute. 
I would like to, at the risk 6£ irritating the 
Commission, to renew my objection because this 
_is the very type of testimony we have no way at 
all of cross-examining on. 
72 
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It is Mr. Sable's summary of what's being ~ 
done in Pennsylvania. 
MR. WILLIAMS: Your Honor, Mr. Sable is 
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testifying here based on his experience with 
the credit insurance industry,· and he's testified 
to the nature of that experience, the breadth of 
that experience, the studies that he's participated 
in, and I think that this is part -- or in the 
nature of the testimony of an expert witness. 
Now, whether or not he's qualified as an 
COMHISSIONER SHANNON: His qualifications 
as an expert may be subject to challenge on 
cross-examination, but since this is a part of 
the information which forms the basis of his 
opinion., I think that the Commission ought to 
be able to hear it. It can, then, as I've said 
before, apply the weight to it that would be 
proper in the Commission's judgment. 
MR. DOBBINS: Well, I'm not --at this 
point, I'd like to say that I, p~rsonally, 
have not been satisfied that ;he proper foundation 
has been laid to qualify Mr. Sable as an expert 
in what's going on on hol-1 Pennsylvania handles 
their ·regulations. I think he's not qualified 
himself as an expert at all. 
On the other hand, the fact that he 
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works for tha Consumer Division of \'lhatcvcr it 
is in Boston, Massachusetts, and he, apparently, 
is paid by somebody to do thi.s sort of thing --
COMHISSIO].\lER BHADSHAlv: How many questions 
do you have along this line? 
~m. lVILLIAMS: This was my only general 
question with respect to the administration of 
the case·rate method in Pennsylvania. 
C~1ISSIONER BRADSHAt~: And his answer 
is going to be from his investigation, they can 
administer it with ease? 
74 
MR. t.JILL!A}1S: That's the general response, 
sir, yes. He will testify as to the specifics of 
how they admi~ister it, the numbers of people 
involved, the amount of time they spend on it. 
I don't think it'll take him very long. 
COI'n1!SSIONER BRADSHAH: Give me the 
numbers. 
THE t.JITNESS: The gist of it is in 1976, 
when about two-thirds of their accounts, both 
life and accident and health, were case rated, 
they employed one professional person who used ~ 
three-quarters of her time, plus secretarial 
assistance. 
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This coming year will be the first yEXJ r they t-lill 
be under the complete case rating system because 
of this e~perience lag. Their ·present plans are 
to use one professional person full time, plus 
secretarial assistance, to handle both life and 
A & H in a system with a volume about three 
times that of Virginia. And that 1 s the 
construct~on of my testimony. 
COMlfiSSIONER SHANNON: I can't see the 
relevance of this Pennsylvania material as to 
what we've got to decide here in Virginia. I 
mean, it's interesting, of course, but it's 
really, in my way of thinking, not relevant to 
the issues we've got t~ decide here. 
MR. WILLIAMS: Mr. Commissioner, the only 
reason we've offered it here today is because 
the Pennsylvania -- because the Commonwealth of 
~ennsylvania has adopted the case rating method, 
which is the one proposed by the Bureau here. 
And the second reason we have gone to this 
75 
trouble is because there were a number of questions 
from other counsel in the preceding days of this 
hearing with respect to the difficulties of 
administering this •• 
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tts. !-lintel was asked questions of this 
sort, and we felt that it '-1as best to respond 
in the only '~ay "1e knew how. This was by 
making a comparison to another state, which 
has used the case rating method. 
COMHISSIONER BRADSHA H': This is 
legislative in nature. Since that's the last 
question, I think the objection of counsel is 
noted for the record, and we will permit that 
to come into the record for its weight. We 
can admit it for its weight. 
MR. lVILLIMIS: Thank you, sir. 
THE lrrTNESS: Thank you, Commissioner. 
I'll make this very brief. 
76 
.As I said, in 1976 filings, they did about 
two-thirds of all their accounts -- they estimated 
~ 
under the case rate system, and that included both 
large and·small accounts. 
I discussed in some detail with the person 
who actually does the work what it is she did. 
What ·happens is that the piece of paper comes in 
from the insurance company; she has a checklist ~ 
that she runs through; she checks the reserves and 
checks the last year's filing to see if it's sort 
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2 of QUt of line with the year before; sho checks 
3 a few more statistics; she checks the loss 
4 ratios; she checks the math to see if she did 
5 the conversion to prima facie rate; she checks 
6 any new cases thnt they have taken over and 
7 cross-checks them lt~ith the other companies that 
8 may have lost them. 
9 In those situations in which a filing is 
10 done properly, she estimates that it takes.her 
11 a half an hour to do the checking, and another 
12 15 minutes to record the data and send a letter 
. 13 approving or disapproving • 
14 In cases where something doesn't check, 
15 she dictates a letteL asking the insurance 
16 company for more information •.. 
17 They estimate that in Pennsylvania next 
18 year they will have beo~een 800 and 1,000 cases, 
19 both life and A & H, and she expresses the 
20 opinion that she, herself, will be able to 
21 handle that·load. 
22 COHMISSIONER BRADSHAW: They don't have 
23 any investigators out in the field going around 
24 to banks or seeing-if refunds are being properly 
( 25 made or --
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2 THE HITNESS: Yes, sir. I 1 m sorry, if I 
3 didn't make that clear. 
4 ntey have other staff involved in credit 
5 insurance. She is the person involved in the 
6 administration of the case rate method. They have 
7 an investigative staff and, I assume, other staff 
8 that I didn't --
9 COMHISSIONER BRADSHA,~: Do you knot-1 hot .. , hie 
10 that staff is? How many field investigators do they 
11 have, for example? 
12 '!HE WITNESS: No, sir, I don't. I kno\v th~t 
. · .. 
13 they have sevaral, but I don't kno~-1 how many . 
. 14 In 1976, which was the one year for which 
15 complete data was available, they had -- I think they 
16 had approximately a hundred and twenty life cases 
17 that they handled. Of those, 63 cases involved 
18 deviations from their 50-cent rate; five cases were 
19 returned to the 50-cent rate from other rates they'd 
20 had in previous years; 35 downward deviations, and 
21 26 upward de~iations. 
22 And I just worked up a little chart based on 
23 the information given to me by the Department showin 
C. the bulk of them were deviated within 20 percent of 
24 the range of those deviations. As might be expected, 
25 
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their interim rnte, and thC're were some smallP-r 
numbers of deviations upttlard and some small numhcrs 
of deviations dot·1nt-Jard. 
}ffi. t\'ILLI!J1S: I'd like to offer this chart 
as an exhibit, if I may. 
TdE BAILIFF: Thirty, sir. 
BY HR. WILLIAMS: 
Q Mr. Sable, there was earlier testimony -- or 
I believe it was cross-examination in these hearings concerning 
a Texas study or other surveys of consumers concerning their 
desire for credit insurance. Are .you familiar with that study? 
A Yes, I am familiar with the T~xas study and 
with several other studies of consumer opinion and preference 
on credit insurance. 
Q Could you explain to us what you think are 
the strengths or weaknesses of those studies, please? 
A Yes. The problem with the Texas study and 
t-lith other similar studies is that they ask consumers w~ether 
they were pleased with their credit insurance coverage, but 
they did not ask them whether they understood the cost of the 
credit insurance, so that you have, ba~ically, two things going~ 
on here. 
First of all, of course, nobody has ever asked, 
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2 "\·1e 11, would yqu ha\Te liked to purchnse the ident ica 1 cover age 
3 chea.per?", which I take it is the real question before the 
4 Commi~sion. But, also~ I think it • s misleading, in that mn.ny 
5 cons~ers do expres~ satisfaction with the insurance, but they 
6 are not asked whether they're at>Jare of the price. 
7 Now, the fet\' studies which have been done 
8 about price awareness of credit insurance -- in particular, a 
9 study by :t-1ontgomery Hard· of all its credit insurance -- a 
10 statistical study-- they didn't ask all of them. And another 
1 1 .study done by Montgomery Ward in l,ia.ine shot-1ed that consumers 
12 have very little awareness of the cost of credit insurance. So 
13 'I think what the satisfaction studies boiled dotm to is really, 
14 in effect, asking a consumer, "Did you like having insurance? 
1s l~ould you like having more insurance? v1ould you recommend that 
\ 
16 other people have insurance?" 
17 Well, I think only a fool would say that they 
1s didn't want to have insurance, and only a fool would tell other 
19 people not to have insurance. The critical question is whether 
20 -- '-.1hether you can afford it or whether it 1 s offered at a 
21 reasonable price. 
22 I place very little weight on the Texas study 
23 and other similar studies. 
Q In general, lfr. Sable, what, in your opinion, 
2s are the other strengths and weaknesses of the proposed regulatio ? 
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A Well, I said I'm very critical of the propose~ 
regulation, especially the 60 percent interim rate, but I thl11k, 
}. 
overal\, even if the proposed regulation were adopted word for 
~ 
word, it would be a vast improvement over the present Virginia 
situation. 
Section 6A on termination makes explicit the 
recognition of the Virginia statute Section 38.1-482-5, that 
, 
9 consumers do have a right to cancel the insurance. I think 
10 it's only the peculiarities of single premium £inane irig that 
11 make this question ever come up. 














'question of your right to cancel. As long as single premium· 
financing is used, I think the right to cancel should be absolut~. 
I think it's important in credit insurance because, as I said, 
many consumers are not even aware that they have purchased it 
at the time of the sale. 
I believe that the section on joint life is 
also a step forward for Virginia. I think to understand the 
need for this, you, again, have to return to the basic purposes 
and need for credit insurance regulations. 
Reverse competition is the worst abuse that 
~ 
results from the tied-in nature of credit insurance sales. But~ 
another major abuse is the sale of excess insurance. Because 
consumers have so little awareness of this insurance, they can 
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easily be sold .more than they want or need. The Virginia 
statute is intended to protect this consumer by limiting the 
sale tt the coverage needed to pay off the debt and to protect · 
ti 
agains~ one conting~ncy, a break in the flow of the income 
stream, which would prevent it from being paid. 
When some states began to limit excess profits 
on regular credit life insurance, joint life was devised to 
boost profits again. Many states prohibit the sale of joint 
life insurance. 
The problem is not that consumers can't make 
the proper choice of whether they need insurance, but that the 
'inconspicuousness of the sale and the sales tactics shown by 
the -~c study deprive the consumer of any realistic choice. 
It's for this reason that credit insurance, unlike nearly every 
other area of insurance, is so closely regulated. 
The Virginia statute limits the insurance sold 
under these conditions so that consumers wanting to take care of 
their own insurance needs can rely on the market forces of the 
free enterprise system. The regulation on joint credit insuranc~ 
furthers this statutory goal. 
During the hearing, several people suggested 
that the regulation was wrong because even though the nonworkinl 
spouse had no income, his or her assets could have been relied 
upon for the extension of the debt. That is why the Equal Credit 
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Opportunity Act still permits nonworking spouses, in some 
situations, to be cosigners; but the death of a spouse does 
not affect the availability of the assets to the creditor, and c 
that fs why- I think the regulation is correct ln only consider-
ing income. 
Not~, it's certainly true that the death of 
one spouse may affect the ability of the other spouse to make 
payments. When the consumers have children, I would guess, 
this is probably the case. But there are a thousand other 
possible events which might affect ability to pay; e.g., the 
ill~ess of children, a fire, a loss of the house, or any other 
number of other things. 
The purpose of the statute, as I understand it, 
is to require that those insurance needs be met in the ordinary 
market, and not permit creditors to sell such insurance to 
unknowing consumers. 
The weakness of the section I think the 
strength is in limitation. The weakness of this Section 10A(6) 
is that it permits joint life to be sold at 1.643 times the 
individual policy rate. The Bureau has not given any 
justification for this multiplying factor. Many states which 
do permit joint life require it to be sold at a much lower rate~ 
New Hampshire, for example, sets a maximum of 1.42 times the 
maximum individual policy rate. 
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I believe that the 1. 643 -- Mr. Hunt may have 
testified on this is, in part, based on the assumption that 
I 
the mo!-tality of the second debtor is the same as thnt of the • 
:a 
first. Since the second debtor is usu3lly a wife, that assump-
tion is not true. 'nlat is, if you take joint business, the 
second debtor -- the second debtor will nearly always be a wife. 
l~ome·n' s mortality is much lower. If that mortality assumption 
is behind this rate, I think it's assuredly too high, but, in 
any event, there is no need for Virginia to have a rate so high. 
I would recommend that the joint rate be 
loaded· in such a way-- rather, that. the joint rate be single 
rate loaded simply for the extra mortality. Offer joint over 
individual policies, and consumers would be free to choose what 
they wanted. 
Overall, the single biggest weakness of the 
proposed regulation is the 60-cent rate. There is no conceivable 
reason -- economic, actuarial or statutory -- why the rate should 
be permitted. A rate of about 53 cents a hundred, or .8146 
dollars, on the monthly outstanding balance would provide ample 
profits for everyone, mee.t the statutory requirement and provide 
at least a modicum of protection to Virginia consumers. 
MR. WILLIAMS: That concludes my direct I 
examination. 
COMMISSIONER BRADSHAl~: All right. The 
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CONHISSIONER BRADSHAt~: Mr. ~1ens, do you 
5 have any cross for this witness?j 
7 MR.. SMITH : I don' t • 
8 MR. CMENS: We have no cross-examination, 
9 Your Honor. 
10 COMMISSIONER BRADSHAW: All right. 
11 MR. PEIU1AR: Mr. Chairman, I would, since I 
12 have had the privilege, just by happenstance of where 
13 I've been sitting, of going first 
14 COMMISSIONER BRADSH~-1: Do you want to reverse 
15 the order? 
16 MR. PEPJ1AR: Yes, sir. 
17 COMMISSIONER BRADSHAW: I '11 start with 
18 Mr. Buford. 
19 MR. DOBBINS: Is there such a thing as being 
20 a surprise lawyer? 




24 BY MR. BUFORD: 
25 Q Mr. Sable, let me explore just a few moments 
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' 2 with you again a little bit of your background and training 
3 and experience, which brought you here today. 
4 Ynu say you ar~ the deputy director of the 
5 ·ale Lac ? Nat J.ona onsumcr w enter. 
6 A National Consumer Law .center, yes. 
7 Q What is that? 
8 A That is a nonprofit corporation set up 
9 primarily to participate in the National Legal Services Pro~ram. 
10 We receive money from the legal services portion. 
11 Our primary .function is to assist legal 
12 services lat~yers around the country in consumer cases, the 
13 bulk of which tend to be consumer credit cases. 
14 Q And in that connection, you said that you h~d 
15 advised and assisted consumer service lawyers around the country? 
16 A Lega~ service lawyers •. Yes, sir. 
17 Q These are -- explain what you mean by consumer 
18 service lawyer .. 
19 A Perhaps, legal aide la~yer is a more familiar 
20 term.. Legal aide lawyers around the country ask us for 
21 assistance in their consumer cases. 
22 Q Do you have some sort of association of legal 
23 
~ aide lawyers that call on you all for ass~stance,- or through "!: 
24 which you communicate to legal aide lawyers? 
25 A Under the grants we receive, that's our primarr 
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2 function, to assist them. And we inform them that they be so 
3 situated. 
4 Q And your work is primarily &~sociated with 
s credit4 life insurance? 
6 A With credit and credit insurance,· yes. 
7 In that connection, do you, or does someone on 
e your staff, keep for you sort of a calendar of events, so that 
9 you know when hearings such as this are coming up? 
10 A I attempt to get on the notification list of 
11 every insurance department, although I have not been·completely 
12 successful, so I will know when such events come up. Yes, sir. 
13 Q Did you contact Mr. Williams about this, or 
14 did Mr. Williams contact you? 
15 A Yes, sir. One of our obligations is to inforn 
1s legal aide lawyers around the country of developmants in 









SENATOR BREEDEN: We 11, then, may it please 
the Commission, this gentleman who comes here as an 
advocate -- that's what he is -- he stirred up this 
intervening and he contacted Y.tr. Williams. Obviously, 
Mr. Williams' client had to be approached -- his now 
client had to be generated by~. Williams, and we'v! 
spent a half a day listening to this -- this testimon • 
It certainly does not comply with the rules of 
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MR. ~1ILLIA'HS: May it please the Commission, 
I do not l1i.1derstan.d 1-'~. Breeden's object ion. 
SENATOR BREEDEN: I'm obj~cting to the 
testimony of this volunteer advocate, who generated 
his intervention by contacting you. And you, 
apparently, from what he says, did not know about 
it; and then you had to go out and seek an unnamed 
client to come in here and intervene. And I say 
that does not comply with the rules of this 
Commission. This is serious business, not just 
letting everyone have a platform to speak from. 
MR. WILLI~1S: I still have to confess that 
I don't understand. If Mr. Breeden's concern is 
about my relationship with my client, that's something 
outside the scope of this hearing. 
COMMISSIONER BRADSHAl-7: That 1 s what I just 
told you. I think it would be outside the scope of 
the Commission. 
SENATOR BREEDEN: Let me explain. '!his 
gentleman is a witness for Mr. Williams; therefore, 
Mr. Williams vouches for him. He should not offer 
h~~ if he's not prepared to vouch for his own witness. 
So, therefore, he says that he contacted ~. Williams, 
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Mr. Williams did not have a client and he generated 
the business. 
MR. WILLIM1S: Again, I repeat, sir, since 
1 1m --
-
SENATOR BREEDEN:· Did you have a client when 
he contacted you? 
MR. WILLI~1S: I'm not testifying here today. 
If you have concern whether my client came to me or 
hot.z I got my client, I think those concerns are 
outside the scope of this hearing. 
. 
SENATOR BREEDEN: ~faybe Mr. Sable could advise 
us whether or not when he contacted you, you had a 
client. 
Cm1MISSIONER SHANNON: I guess the point of 
the matter is whether he has a nominal client or a 
real interested client, within the rules of our 
procedure. 
COMMISSIONER BRADSHAW: I think, Senator 
Breeden, your assumption was that the client came 
second. We don't know that. 
SENATOR BREEDEN: It's a matter of interest. 
COMMISSIONER BRADSKAW: Even if it did, I 
think it's beyond the scope of our jurisdiction. 
SENATOR BREEDEN: I simply say that when he 
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says he contacted Hr. \villiams, that's where the 
motivation for the intervcnt ion came from. If they 
ca.n explain it away, tha.t's fine. Otherl.Jise, I thinlc 
it's a fai~ and valid assumption. 
~1R. HILL!MIS: Well, I have lndicAted to the 
Commission that I have a client who is interested in 
these proceedings. And in response to the Commission's 
request, I am making attempts to contact that client 
with respect to revealing his name, and whatever 
other particulars might be important. 
Anything else that Mr. Breeden might be 
\ 
raising here, I respectfully submit, is outside the 
scope of this hearing. 
SENATOR BREEDEN: Forget his name. I want a 
subpoena for him. 
COMMISSIONER BRADSHAW: . I'm sure, if 
Mr. Williams says his name will be forthcoming, it 
will. If he doesn't have a client, his testimony is 
stricken from the record. It was my understanding it 
was conditional upon that. 
22 BY MR. BUFORD: 
23 Q I believe I had an ppen question, which was: I 
24 When did you contact Mr. l~illiams? 
25 A I don't remember. As soon as I heard about 
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2 the proposed -~ as soon as I heard that Virginia was going to 
3 propose regulations, but I don't remember when. 
Q Okay. You also testified that you served as 
an adJisory member of the NAIC committee that !ormulatE.·d the 
6 credit life insurance model regulations; is that correct? 
7 A No, sir. There are -- there is presently 
8 adopted by the NAIC a model regulation on credit life insurance. 
e I did not have any connection with the drafting or advising on 
10 that. 
11 The NAIC is now considering the adoption of 
12 a model bill and model regulation on lqng-term credit life 
13 insurance, and I have participated in those proceedings. 
14 Q Yes, sir. But your role as a lawyer, and a 
1s lawyer especially concerned with credit and credit life insuranc~ 
1s matters for the National Consumer Law Cen~er, would have made 
17 you familiar with the NAIC model regulation for credit life 
18 insurance. 
19 A Yes, sir. 
20 Q And you were familiar with that before you 
21 heard of this proceeding here? 
22 A Yes, sir. 
23 Q And did your familiarity with that include 
2~ testifying concerning it in a number of other forums? I believe 
25 you mentioned Maine and another state. 
TAYLOE, ZAHN & HALL, LTD. 
REGISTERED PROFESSIONAL. REPORTERS 




A .No. Well, I have testified on the model 
' 3 
regulation in Arkansas. That would be the only place. 
Q In Arkansas. Did you contact a leeal aide 
lawye~there before ycu became associated in that proceeding? 
6 
A No, sir. I believe they contacted us. 
7 
Q I see. Do you make known your availability to 
8 




A Our organization is required to make known the 
11 
availability of our assistance to legal aide lawyers. Yes, sir. 
12 
Q So there is a procedure by which you let your 
13 
services in this capacity be made known -- your availability in 
14 
this capacity to be made known? 
15 A That is a bit formal, but there are several 
16 
ways we let them be known. Yes, sir. 
17 
Q In connection with the NAIC model regulation -· 
18 
you say you were familiar with it. Generally, you look upon 
19 
that favorably, I take it? 
20 A Yes, sir. 
21 Q So that when you became associated with 
22 
Mr. Williams in this matter and made your trip to Pennsylvania 
23 and otherwise prepared yourself for your testimony here, you 
24 came wit~ a predisposed attitude toward the model regulation; 
25 is that correct -- a favorable attitude? 
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A Well, no. I was familiar with the regulntion; 
and I had altvays assumed that because of All the work that had 
been &Jne in it by t!1c NAIC, that it was probably n t~orkable 




















into it in detail, until I prepared for these hearings; and this 
was at that time, I think, that my opinion kind of gelled that, 
indeed, it was a good regulation. .. 
COl-11-iiSSIONER BRADSHAI\f: When did you testify 
in Arkansas? 
THE WITNESS: Just a couple of weeks ago. 
C0~11,1ISSIONER BRADSHAl-1: All right. Was your 
testimony there basically the same as it is here? 
THE WITNESS: It was somewhat similar. There 
is many -- the situation in Arkansas is somewhat 
different, in that the Department has not done as 
thorough a study of their own statistics that has 
been done here, so they have some other problems. 
COMHISSIONER BRADSHAW: What is the present 
rate? 
THE WITNESS: Seventy-five cents. 
COMMISSIONER BRADSHAW: And what did you propobe 
there? ~ 
THE WITNESS: Well, that was -- we had 
difficulty proposing a rate there because it wasn't 
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cle~r what the underlying claim cost was there. 
We proposed n seventy percent loss ratio, and we 
proposed -- well, we made some alternati~e suggestio~,, 
dependin~ on what the situation was and discovering 
what the Arkansas claim cost was. 
BY MR. BUFORD: 
Q · You proposed a 70 percent loss ratio in 
Arkansas? 
A Yes, sir. 
Q And you did that without knot-1ing t~hat the 
underlying experience was? 
A Well, we made our recommendation conditional 
on some assumptions about the underlying experience, so should 
the underlying experience in Arkansas be substantially belot>~ 
the national average, we then suggested at that point, as I 
suggested here in the case of those special proceedings, that 
there be special loading factors so that the dollar amounts to 
the creditors and insurers would come out to be approximately 
the same as a 70 percent tn a state with an ordinary mortality. 
Q On Exhibit No. 22 
A You'll have to excuse me. I don't have the I 
exhibits numbered. 
MR. WILLIAMS: The Minimum Annual Consumer 
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( _- 2 Sav~ngs from Reduction in Credit Life Rates. 
3 'ffiE ~1ITNESS: Yes, sir. 
' 
4 
5 BY MR.~ BUFORD: 
6 Q It's entitled Minimum Annual Consumer Savings 
7 from Reduction in Credit Life Rates~ 
8 A Yes, sir. 
9 Q In that exhibit, you undertake to show for the 
10 Bureau rate of 60 cents and for the proposed rate -- your 
1 , _proposed rate of 53 cents, a dollar savings of eight million 
12 seven hundred thousand dollars, and eleven million five hundred 
13 thousand dollars in the second case. 
14 When you characterize that as dollar savings, 
1s you're referring from your point of view of savings to the 
1s consumer; is that the idea? 
17 A Yes, sir. 
18 Q And where do those dollars come from?· Whose 
19 pocket do they come out of? 
20 A I'm not certain I understand the question. 
21 Q If you save that many dollars, who doesn't get 
22 those dollars? 
23 A Insurers and creditors. 
24 Q All right. Would it be your testimony that 
-( 25 they -- those dollars represent excess profits? 
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2 A I would say that they represent excess income. 
3 Yes, sir. 
4 Q l.J'e 11, if the costs were so b igh that there was 
s less 'rofit than that, it would result in a less, wouldn't it? 
6 A I beg your pardon? 
., 
7 Q If the cost of providing insurance at 53 cents, 
a for an example, was so great that the difference between that 
g cost and the thirty-one million was less than eleven million 
to four hundred eighty thousand dollars, then the companies would, 
11 as a whole, operate at a loss without any profit at all. 
12 A Well, it's a question of what their costs are 
t3 and whether a company is efficient or not. 
14 My point is that at 53 cents, this insurance 
1s will be made widely available and that a sufficient number of 
1s companies will be able to make a sufficient profit so the 
11 consumers wanting insurance will be able to buy it. I couldn't 
• 
1a predict what an overall industry aggregate loss or gain might 
19 be. 
20 Q Suppose the evidence was that the creditors 
21 and the insurance companies did not have an eleven million della~ 
22 excess profit, if you will. Then, why do you say it would 
23 
25 
continue to be made available? 
p 
A Because in other states where insurance is 
sold at rates lower than that and where I have no reason to thin~ 
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2 that costs arc any higher than in Vir1:,inin, comp;tnies are ahlc 
3 to ~ell that~ and I'm assurning that there arc some companies in 
4 Virgi~ia who could adjust their practices to oper.ate as 
5 efficiently as those companies and would, therefore, continue 
6 to offer the insurance. 
7 Q You stated that you were generally in accord 
8 with the statutory standard in Virginia of a fair return to 
9 creditors and a fair·return to insurers? 
10 A Yes, sir. 
11 Q You agree with that as an objective? 
12 A Yes, sir. 
13 Q In making that statement, what do you have in 
mind as a fair return? How do you find that? 
15 A I have in mind the standard under a free 
16 enterprise system, which sets prices at ~ rate so that it's 
,, just that rate under which goods will be made available to the 
1e consuming public. 
19 Q Do you have any bench mark or percentage 
20 return or figure in mind that would help us understand what you 
21 mean by fair return? 
22 A No, I don't. It varies considerably from 
23 company to company. I think the simple bench mark is availabi~ y. 
24 I would let each company determine at which point it believes 
25 it's profitable. 
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2 Q If at some point they're not getting that 
3 return, they stop engaging in that business, don't they? 
-4 A Yes. 
5 Q And who suffers when that happens? 
6 A I assume the companies and the people who want 
7 to buy the goods. 
a Q The consumer? 
9 A Companies and the consumer, yes. 
10 Q On Exhibit No. 23, in which you listed seven 
11 .states where credit life insurance is being sold below 52 cents 
12' per hundred, you gave the figures for 1976. 
... 13 Are you familiar with the figures for prior 
14 years in those states? 
15 A I'm familiar, in the sense that I've looked at 
16 them. I'm not familiar, in the sense I could tell you off the 
17 top of my h~ad what they are. 
18 Q Can you te~l us whether in Washington, D.C. --
19 whether the insurance in force after '76, after the adoption of 
2o the 49-cent rate, is less than it was in prior years when a 
21 higher rate pre\Tailed? 
22 A No, sir. 
23 Q Is there any state on that table, except 
24 Pennsylvania, where you can tell us what the insurance in force 
25 after the adoption of the lower rates was greater than it was 
""' .. 
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2 pr~or to that? 
3 A I have not looked at tna other staten, except 
' 
4 in another context. I looked at this question in regard to 
s N~v7 Hampshire, and my recollection is that their volume 
s increased, also. 
7 Q All right, sir. I have not had an opportunity 
8 to read the Aetna study, which you introduced as Exhibit No. 26, 
g and so I ask this questiDn in ignorance, but isn't it true that 
10 Aetna generally provides credit life insurance to credit unions 
11 and the groups of this sort, where cost is not taken into 
12 account cost to the creditor? 
13 A Aetna used to have, as I understand it, a 
14 large block of the so-called single premium business, that type 
1s of business that t\fe 1re mainly talking about. They made a policy 
1e decision not to offer it at the high rates that are prevalent in 
'' many states; and as a res~lt, they h~e lost that business. 
18 So I think it is correct to characterize their 
19 present business as being primarily credit union business. Yes, 
20 sir. 
21 Q And atypical to that of the ordinary credit 
22 life insurance carrier? 
23 A Well, there are two types of -- ways of handl:fl~g 
.... 
24 credit insurance, and they do one type. 
25 Q Okay. So as to the type that would be represe1~tec 
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2 by most of the people selling credit life insurance throueh 
3 banks and small loan companies and automobile dealers in 
4 Virgiriia, those groups would be different from the way Aetna 
5 dC'es '8usiness? 
6 A '!he t"ay Aetna now does business for the bulk 
7 of their business. 
8 Q Yes. 
9 I also have not had an op?ortunity to read the 
10 Pennsylvania statute, but my attention was attracted to the very 
11 last page 
12 A Yes, sir. 
13 Q -- of the Exhibit No. 29, which is Annex A, 
14 identified as Section 73-38, and I think you referred to this 
1s earlier in your testimony, if I'm correct. 
16 In Pennsylvania, by regulation, the creditor 
11 is not permitted to hold or obtain more than 27 percent of the 








A That's correct. 
Q And if the agent is not associated with the 
creditor, he may take another three percent, but he may not 





What is the purpose of such a provision? 
Well, the problem, as I said, in credit 
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insurance is the problem of reverse competition, of insurers 
competing to offer the most expensive product availnhlc to 
incre4se the amount of compensation. This is one attempt and 
one method of dealtng with that problem by attempting to limit, 
on a percentage basis, the amount of the commission. 
Q Would the effect of such a provision, in your 
judgment, result ·in a reduction in premiums, or would it simply 
result in an increased profit.for the insurer? 
A I don't honestly know. There are so many ways 
of getting around' a provision like this, and so many situations 
. 
that it doesn't deal with -- particularly, the situation in whic~1 
the insurance company is o~~ned by the creditor or by a holding 
company owning them both -- that I don't know what impact it 
would have. 
Q Toward the -- at one point in your testimony, 
I believe I understood you to say that you thought, if I took my 
notes correctly, that 10 to 15 percent of the premium is more 
than enough to cover the cost and profit to creditors? 
A Yes, sir. 
Q If the evidence should develop here to the 
extent that it was convincing to the Commission that 10 to 15 
percent of the premium will not cover the cost and profits of ~ 
creditors in this state, would that necessarily mean that you 
would favor some increase in your 53 percent rate -- 53-cent 
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rate, if it could be shot-7n th.9t there were factors in Vir~inia 
peculiar to Virginin and to no other. state which substantially 
·increased creditor cost and increased tho~e creditors' costs 
f 
by a factor of two to three? 
a 
A Then, at that point, I would recommend a 
higher rate, yes. 
Q Well, when you say no other states, suppose 
the evidence was that most other states charge a premium equal 
to or greater than in Virginia? 
A I would think that would be irrelevant. 
The question is not what the other states 
charge. The question, in my mind, is what is the minimum charge 
at t-lhich companies will still stay in this business and make the 
insurance available. 
Q Finally, you mentioned the Texas study --
A Yes, sir. 
Q --with which, I believe, your're familiar? 
A I have read it, yes. 
Q That's a fairly recent-- last couple of years 
I think the Texas study came out? 
A I be 1 ie ve so • 
Q Isn't it true, Mr. Sable, that in the Texas 
I 
study there were very, very high percentages of favorable 
responses to the questions that were asked in that study? 
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. A Yes, it is .. 
~ Q So questions such as, do you believe it's a 
good idea or not a good idea for· people to have credit insurance~ 
got favorable answers in the order of 94.9 percent? 
A That's correct. 
The reason, I believe, for that is that in the 
context in which those questions are asked, that's similar to 
asking someone, "Don't you think it's a good idea for you and 
your neighbors to have more money? 11 And I think everybody would 
agree that the answer to that is yes. 
The question is: What would I have to do to 
get more money, and it's that question which is not explored in 
those surveys, and which make them, in my mind, not very 
persuasive about questions of consumer satisfaction in credit 
insurance. 
Q Well, whether it's persuasive to you or not, 
it does show a general favorable -- widespread and substantially 
favorable attitude on the part of the consumer toward credit 
insurance? 
A I would say it shows a general widespread 
favorable attitude as to the concept of having insurance. Yes, 
sir. 
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2 Q Yes, sir. And you would certainly not 
3 recommend that this Commiss lon do somcthl.11g that would hnve the 
4 effecf of reducing the availability of that serV"ice to the publi .. 
c 
s that •ants it so badly, would you? 
6 A I don't, as I say, believe that those studies 
7 show that the public wants it so badly, but I do not believe tha 
a any of my recommendations t·lould affect the availability of cred i. 
9 insurance in Virginia -- affect it adversely. 
10 MR. BUFORD: I have no further questions. 
11 
\ 




14 BY MR. EDMONDS: 
15 Q I believe you testified that the consumer has 
1s no choice but to buy from the creditor? 
17 A I would say, as a practical matter. As a 
1s legal matter, that's not true. 
19 Q Under regulation Z, he is offered an option 
20 whether he wants credit life insurance or not. 
21 A He may be offered an option under regulation Z 
22 and most want to set up their disclosure forms and the consumer 
23 is, on the paper, offered an.option. 
24 Q And given at that time the exact cost of the 
'. 
25 insurance? 
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2 A He is given the total dollar premium. Yes, 
3 sir. 
4 ~ Q That he will have to pay -- I mean, cost to 
5 him? ~ 
6 A Yes, sir. 
7 Q And then he has to -- he has to sign a place 
8 calling this to his attention? 
9 A Yes, sir. 
\ 
10 Q And you say he still does not know the cost; 
11 is that right? 
12 A The clients that I have discussed this with, 
13 the lawyers I have discussed this with who have discussed it 
14 with their clients, and the one national survey that I know that 
1s addressed itself to that question concluded that the consumers 








Although they had been furnished it? 
Although it had been furnished to them. Yes, 
You gave several loan companies' statistics 
21 with a high degree of penetration in sales; right? 
22 A 
23 Q 




If the penetration in Virginia'by a particul~ 
was lower, then your testimony would be 
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2 A On what point? 
3 Q On the crec itor cost~ 
4 i A No, I don't believe so. 
~ Q Don't you believe that th~ greater percentage 
s of insurance is sold, the less cost the creditor would have in 
7 handling individual policies, or not? 
I 
8 A I would suppose at some minimal level there 
9 would be an increase per policy when you achieved a penetration 
10 rate, and I'm just guessing, but, say, 20 or 30 percent. At tha· 
11 point and up, I would suspect that the per policy count would be 
12 substantially the same, although I'm not certain. 
13 Q Well, on a higher degree of penetration, you 
14 could spread your cost among more policies, could you not? 
15 A Yes, sir. Well, you could spread your fixed 
16 cost among more po lie ies. 
17 Q You said the consumer had no choice but to buy 
1e and you eJtplained that. Do you have any information on the 
1e average size of the loan in Virginia, or the nation? 
20 A There has been testimony here on different 
21 sized loans. It varies, in my understanding, from type of 
22 creditor to type of creditor. 
23 Q Would you know the average cost of the premi~ 
~ 
2~ if the individual were to go outside for this insurance into the 
"- 2s marketplace? 
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2 A I believe that for smaller amounts thia type 
3 of credit irlStll~ancc is not generally available, \rlhich is t-;hy I 
4 favor~reasonnble rates and permitting creditors to sell the 
5 credit insurance. 
6 Q Why is it not available? 
7 A It
1 s not available because the marginal cos~ 
8 to the creditor of providing credit insurance is next to nothing 
9 therefore, it can be sold at very inexpensive rates. 
10 If an agent had to absorb his full overhead 
11 .in nothing but credit insurance business, or nothing but credit 
12 insurance and some other business, it would probably be more 
13 expensive. 
14 Credit insurance is a type of group insurance 
1s and, therefore, should be as cheap as other group insurance 
1s types. 
17 Q But in the average amount of credit insurance, 
18 it's your testimony that this coverage is not available elsewher~ 
19 in the marketplace? 
20 A My understanding is that for small amounts 
21 and I don't know how small-- certainly, for a two or three 
22 hundred dollar loan, you would be hard pressed to get that 
23 insurance in the marketplace. Yes, sir. 
2.4 Q Is this what you're saying is the average 
(· 25 amount of the size of the loan? 
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2 A No, I did not say that. 
3 Q At what point would it become avail~hle? 
4 A I don ' t know, 
5 Q You dnn 't knew t~hether it t .. ,ould be available 
6 at one thousand or five thousand? 
7 A I believe it would be available at fi\.Te thousand, 
8 but I don't kno~v, That's just a guess, 
9 Q I believe at one time you said you think it 
10 would be a fair rate of return if it was equal to 100 percent 
11 of creditor costs? 
12 A I said that if we assume that, I said that 
13 it struck me as a very generous assumption to asstUUe that a 
14 creditor could get profit over and above his cost of a hundred· 
1s percent. In the example I was using it was, therefore, reason-
1s able to take 100 percent in the particular calculation I was 
,, making. 
18 Q In the Aetna case you gave, everyone was 
19 covered; correct? 
20 A Sir? 
21 Q In the Aetna letter to Proxmire you gave --
22 A Yes, sir. 
23. Q -- each one of the creditors would be covere9f 
24 correct -- each one of the debtors? I'm sorry. 
25 A No, sir. They were discussing a proposal for 
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2 marketing and regulating credit insurnnce in the ordinary credit 
3 m:.lt ket. 
4 Q To a credit union? 
5 A No, not to a credit union, n1e credit unions 
6 would be included, but it goes beyond, to cover auto dealers, 
7 small loan companies. I 
a Q You did not say that the Aetna proposal --
9 A I'm sorry. I guess I should make myself more 
10 clear. 
11 The Aetna company used to do regular credit 
12 business. Because they would not charge a high enough rate, 
13 they have lost that business. Their proposal is a proposal 
14 which, from their point of view, is a proposal to get them back 
15 into business. It's a proposal -- it's a method of marketing 
1s and regulating. Excuse me. Not marketing -- it's a method of 
17 regulating credit insurance acros-s the board so that they believe 
· 1s it would not be excess amounts paid to creditors and they could, 
19 therefore, be back in this business. So their proposal is a 
2o proposal for the general range of credit insurance. 
21 Q But more specifically, directed to the credit 
22 union type where every debtor is covered? 
23 A No, sir •. In fact, it would be irrelevant. ~ 
24 It's the wonder of the business in which their proposal is not 
(· 25 needed. They compete very nicely in the credit union business 
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2 because crec1 it unions do not make a separate charge to their 
3 consumers and, therefore, credit unions go out and look for· the 
/ 
4 ·cheaptst credit insurance pos&ible. 
5 Aetna says that they find themselves 
6 competitiv-e in thnt market. 
7 Q But credit unions, generally, issue insurance· 
8 on every debtor, do they not? Do you know? 
9 A Yes. Yes, they do. 
10 Q Which means a little bit less work because you 
11 have no expense in offering it and calculating premiums for 
12 individual persons? 
13 A Yes. 
14 Q There is less work for the creditor? 
15 A That's right. 
16 Q And there is no concept of fair return to the 
17 credit union, is there 
18 A 
19 Q 
20 attempt to make 
21 A 
22 Q 




-- because they're all mutual and do not 
any profits? 
Yes. '!hat's right. 
You said the Texas survey was not persuasive 
like asking somebody if they wanted more money.~ 
Yes, sir. 
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2 t·Jho h.':ld the credit life in thnt survey had paid for it? 
3 A Yes, but they didn't know how much they had 
• paid for it. 
5 MR. EDMONDS: No further questions. 
6 COHHISSIONER BRADSHAl,l: Mr. Dobbins? 
7 MR. DOBBINS: I'd like the record to show 
8 that I don't in any way waive my objection to this 
9 witness' testimony by examining, and I will renew 
10 .my motion to strike his testimony. 
My motion, to restate it is, very briefly, 
12 that a simple disclosure of what the intervenor's· 
13 name is, in my judgment, does not really meet the 
14 requirements of the Commission of an intervenor 
15 because, in.m.y judgment, the Commission's requirements 
16 are that the intervenor be an interested party. 
17 In no way does the mere disclosure of his name 
18 show that he is interested and how he might be 
19 interested. Even the fact that he might have had a 
20 small loan or may have paid for insurance in the 
21 past, in my opinion, is not conclusive of the fact 
22 that he is interested for any future rates. 
23 COMMISSIONER BRADSHA't.J: We~l, it was my under_s 
-:.·· 
24 standing that he was a present debtor. 
25 MR. WILLIAMS: That's correct, sir. He is. 
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2 COMMISSICNER BR.fJ)SHA\·1: And that t\'ould be 
3 stated in qualifying his stnnding to participate 
4 here. 
5 NR. DOBBINS: Yes. 
MR. "7ILLIANS: That's l" igh t. 
7 SENATOR BP~EDEN: He hasn't paid the bill. 
B No reason for him to be worr.ied about the rate. 
9 MR. DOBBINS: Present indebtedness, if it 
10 please the Commission, would not gi~e him any status, 
1 1 as far as future insurance rates which may be imposed 
12 as a result, whether they be lower or higher or the 
13 same, as may be imposed by the Commission by this 
14 regulation. 
15 It s~ems to me that in order for him to be an 
16 interested party, he would have to be in the nature 
17 of a -- to use an example, one who is using electricj ty 
18 and he has it cormected and he continues to use it anc 
19 expects to continue to use it. In this case, I subm t 
20 that it takes some testimony to show that that would 
21 be the case. 
22 MR. WILLIAMS: If I may respond to that, just 
23 briefly, Your Honor. My particular cli~nt has been 
a debtor of small loan companies for quite a number 
25 of years, and has refinanced his debts each time 
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before they have been paid off or otherwise disposed 
of. I can't possibly stand here and assure Hr. Dobb! ;, 
that he is going to continue to borrotv monay, but ifc 
he maintains the pattern that he has for the last 
severa 1 years, he will continue to borro~v- money in 
the future. 
COl'iMISSIONER BRAD SHAH: We 11, I understand 
MR. DOBBINS: Excuse me. He has a perfect 
right, under the Virginia Small Loan Act and Regulati.n 
Z to opt not to take the insurance. 
C0111'1ISSIONER BRADSHAH: l'.Lt'. Dobbins' point is 
well taken because, as a user of electricity, it gave 
them standing to participate, but that's where we 
would be changing the rate that he is going to pay. 
Your man, if he is a present debtor, would be 
secure by his contract. They can't change that on 
him. 
MR. WILLIAMS: That's correct, sir. But he is 
in default, as I have represented earlier, and possib -Y 
we might be able to negotiate with the small loan 
company a refinancing. If that were to occur after 
this rate went into effect, he would be benefiting I 
from the Commission's reduction in the rate, if that 
were to occur. 
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MR. DOBB ThlS: He 11, I 'm not going to ar guc 
any furthr-!r. 
COMHISSIONER BRADSHAl~: Wt!ll, you put as much 
detail as you like in your we didn't assign how 
it would be presented -- I guess by letter. 
MR. WILLIAMS: That was my anticipation. Yes, 
sir. 
COMMISSIONER BRADSHA\-1: All right. Put as muc,t'l 
in there as you like, which you think would give .him 
standing to participate, as many particulars as you 
desire. 
MR. lt1 ILLIAMS : Thank you, s ir. 
SENATOR BREEDEN: _Well, doesn't the rule, may 
it please the Commission, contemplate that the 
intervenor will be in court and be subject to cross-
examination or to an examination as to his interest? 
I mean, why should he not give sworn testimony, as 
everyone else is required to do? 
COMHISSIONER BRADSHAW: Doing it through his 
witness. 
SENATOR BREEDEN: No, but the rule says that 
he shall attend; and if I have a right to subpoena :, 
him, then I shall subpoena him. 
COMMISSIONER BRADSHAW: You have the right to 
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3 SENATOR Br~EDEN: \vcll, I got to find out who 
4 he is, first. 
5 COHHISSIONER BRADSHA'-J: Right. Right. 
6 ~m. DOBBINS:. Then, with that prelude, I'll 
7 go ahead and examine the witness. 




11 BY MR. DOBBINS: 
12 Q Now, Mr. Sable, yodre a lawyer? 
13 A Yes, sir. 
14 Q Are you an actuary? 
15 A No, sir. 
16 Q Have you ever had any experience in rate 
17 regulations as a rate regulator? 
18 A No. 
19 Q The answer is no? 
20 A No. 
21 Q Have you ever had any experience in the actual 
22 implementation of insurance rate statutes or regulations? 
23 A No, sir. 
24 Q Have you ever represented a client in a hearin 
( 2s of this nature? 
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2 A Yes, sir. 
3 Q And that was in Arkansas? 
4 A In Arkansas, in California, and in Maine. 
5 Q At that time, were you a lat·1yer or were you a 
6 tr1itne ss? 
7 A Well, those hearings are run in a much more 
a informal basis, and the practice in those hearings is that 
9 lav1yers frequently testify and that's taken into the record; 
to and so in those instances, I testified as an advocate on behalf 
11 · of my client • 
12 COMl1ISSIONER BRADSHAl~: We have a lot of 
13 lawyers around here that testify, too. 
14 C0~1ISSIONER SHANNON: But it's not taken 
15 in to the record. 
16 COl-IMISSIONER BRAD SHAH: But it's not taken 
17 into the record. 
18 
19 BY MR. DOBBlliS: 
20 Q When you had notice of this hearing -- may I 
21 ask how you received notice? 
22 A Yes, sir. I was making a presentation before 
23 the NAIC C-2 Subcommittee, which is the committee concerned wit~ 
24 credit insurance regulation. At that meeting I met Ms. Mintel 
25 who was there representing Virginia, and she mentioned to me tha· 
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(. 2 Vit:ginia was going to revise its crt~dit insurance regulations, 
3 and I asked her if she wou lcl send I.Tt2 a not ice. 
4 Q After having received it, did you call 
5 Ms. Mfntel and offer your services? 
6 A No, sir. 
7 Q You called Mr. Smith or Mr. Roach or any of 
8 the.men of the insurance bureau? 
9 A No. 
10 Q You, directed your attention, then, to 
11 l-1r. Williams? 
12 A I notified -- as was my obligation -- notified 
13 the legal aide attorneys in Virginia~ 
14 Q And how many are there? 
15 A I couldn't say. I sent a letter to four or 
16 five legal aide programs. 
17 Q Richmond metropolitan legal aide? 
18 A Yes, sir. 
19 Q The one in Newport News-Hampton? 
20 A Yes, sir. 
21 Q The one in Charlottesville? 
22 A Yes, sir. 
23 Q The one in Roanoke? 
24 I don't remember. c 25 Q And did you receive a call from any of the 
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3 A Yes, sir. 
4 Q You recci~ed calls from other legal aides, 
5 besides Mr~ Willia~s? 
6 A Yes, sir. 
7 Did Mr. Williams call you or did you call 
8 him? I think you said you called him. 
9 A I suspect I called him because I knew 
10 Mr. '\tlilliams personally from some other matter • 
. 
11 Q From some other matter? 
12 A Yes, sir. 
13 Q What was the nature of the conversation that 







A I told Mr. Williams that the Virginia 
Co~rnission was about to issue regulations on credit insurance, 
' that I thought that that was a matter of great concern to his 
clients -- that is, low income persons, generally, that I knew 
that he handled a lot of. 
Q What I want to know is was it of interest to 
2 1 some segment of' the Charlottesville population; is that it? 
22 A No, of some concern to his clients because I 
23 knew that he handled consumer credit work. I recommended to him. 
24 that he advise his clients of this development in the law and of 
25 their right to participate, and I told him that if he did have 
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such clients and such clients, after being ad\Tiscd, des ired to 
participate, that I t-1ould be pleased to assist Mr. Hilliams in 
any s'ch presentation. 
Q You didn't sunge~t that it would be a good 
s thing to come down here and intervene, and that you Hould be 
7 willing to come and present the case? 
B A I told him, as I have said, that I thought 
9 that this was a matter of importance to his clients, and that 
10 I thought it was important if his client should request it, 
11 that there be such an intervention. 
12 Q Who was -- did you suggest who would bear the 
v 
13 expense of your testimony? 
14 A We discussed that, yes. 
15 Q And what was the discussion? 
16 A The discussion was that my organization was 
17 had funds so that I could participate at no expense to his 
18 organization. 
19 Q To his organization? 
20 A Yes, sir. 
21 Q When you had that initial conference with 
22 Mr. Williams, did he tell you that he had a client that was 
23 interested, or did he have any knowledge of the hearing at all~ 
24 
25 
A He told me that he had a number of clients who 
had, and regularly had, consumer credit problems, although that 
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2 was something thnt I had already known. He said that he knet-1 
3 that credit inourance was -- he had seen the sale of credit 
4 insurance in practically every consumer transaction in t~hich 
s he had been involV'ed, and so that he thought that it ~·1ould be 
6 of interest to his clients, but that he would get back to me. 
7 Q But was it your idea that Hr. lvilliams would 
a then contact his clients and say, "Do you want me to represent 
s you in a hearing in Richmond on a rate matter?" 
10 A It's my understanding 
11 Q Excuse me. 
12 A Yes, sir. 
13 Q Are you permitted to practice in Massachusetts 
14 A In Massachusetts and Ohio. 
15 Q Has Massachusetts adopted the rules for persontl 










A Yes, sir. 
MR. WILLIAMS: May it please the Commission, 
I'm going to renew my earl~er objections to this line 
of testimony. I think that the issues that are raise~~ 
by Mr. Dobbins have been clear as to who contacted 
_, 
who. I think that if there are any comments about .. 
that, that that is outside the scope of this hearing. 
I am happy to discuss with Mr. Dobbins, MOC. Breeden 
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r:· 2 or any other interested person, my conduct in this 
3 matter, but I don't think that is a proper m:=~ttcr for .. 
4 the hearing here·. 
5 COl.,n1ISSIONER BRAD SHAH: l-Ie have a luncht in!e. 
6 We're going to break for lunch. 
7 I do think 11r. v1i1l_iams' conduct is beyond the 
8 scope of this hearing. 
9 MR. DOBBINS: Yes, but while we're here, I'm 
10 sort of interested in what his conduct was. I hate 
11 .. to take the Commission's time, and I ~vil1 stop it. 
12 COl\ft.iiSSIONER BRADSHAW: If his conduct r;oes 
13 to his standing to participate, we' 11 al1ot\7 the 
14 questions. 
15 MR. DOBBINS: I would think it would go to the 
16 relevance, if, in fact, Mr. t~illiams -- call it tithat 
17 you want, and maybe I have no other word for it 
18 if he solicited the case to represent some person in · 
19 Charlottesville, well, then, I think that's improper. 
20 COMMISSIONER SHANNON: Yes, I think it goes to 
21 the issue of whether or not Mr. Williams has a bona 
22 fide client or not. 
23 MR. WILLIAMS: I again respectfully object ! 
24 on the grounds that any questio~ of whether or not 
25 I solicited a client does not go to the question of 
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2 the issues present in this bearing -- that is, the 
3 propos!!d regulation -- whcthe:c my client is nn 
4 interested person, and with respect to that proposed 
5 regulation, as I have vouched or represented that he 
6 is, and it certainly does not go to the merits of 
7 Mr. Sable's testimony that we've been listening to 
8 this morning. 
9 Cmil'fiSSIONER SH11l-.1NON: Mr. Williams, let me 
10 ask you this: Isn't it true that if you don't have 
11 a bona fide client, then, Mr. Williams, you have no 
12 right to address the issues that are that you have 
13 raised here before the Commission? 
14 MR. WILLIAMS: If I do not have a bona fide 
15 client, yes, sir. I agree. I have indicated that 
16 I do, and the only hesitation I have in revealing his 
17 name is my prior discussion with him. 
.. 
18 COMMISSIONER BRADSHAW: All right. The 
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SENATOR BREEDEN: 1-iay it please the Corn.rniss i 1, 
to keep the record straight, it was my understnndin. 
that Mr. \.Jilliams t\'ould corr.municatc with his client 
at lunchtime, and it could be then determined 
exactly the status of the intervenor. 
Now, I believe from what Mr. Williams has tojd 
me that he tried, but he couldn't reach him. He ha' 
to send a messenger to him, didn't have a phone, an 
I just -- I just think tve 've gone far enough with 
this, now, seems to me. 
COMMISSIONER BRADSHAW: It was not restricte 
to the lunch hour. 
MR. WILLIAMS: That was not my understanding. 
As I told Mr. Breeden, my client does not 
have a telephone. There aren't any neighbors close 
by that have a telephone. Someone will have to go 
physically from Charlottesville to get him. 
I also explained to Mr. Breeden that he work 
outdoors and, as soon-as we can locate him and talk 
to h~, then, as Your Honor has suggested, I will I 
supply the requested information. 
CO'NMISSIONER BRADSHAl\T: Mr. Williams, the 
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Commission discussed this at lunc.h. The latv requi.res 
before the adoption of any rules or regul~tion, that 
notice be given to the general public.· That's a 
requirement of lat·7. 
So to say that any member of the public cannot 
come in would preclude members of the public in any 
kind of rate case we had. I know an argument was mad~ 
earlier that, well, his client has a contract that 
cannot be abridged either upward or downward. In 
this case, it was suggested downward and, therefore, 
he'd have no standing or, even further, that he has 
an option to take or not to take, but if you follow 
that line of thinking, you could never get a member 
of the general public in an insurance case. So I 
think if Mr. Williams furnishes us a letter stating 
that his client is a resident of Virginia and his 
name and address, and a potential borrower, then, 
he's in a class that the law requires us to give 
notice to to come in, and that doesn't mean he has 
to come in person. He can come by counsel. 
And I think some of your team there said they 
had no clients here, that they were going to 
participate only by cross-examination. Mr. Permar, 
didn't you make that stateme~t? 
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MR. PERMAR: Right. 
CONNISSIONER BRADSHAW: So we might have 
liberalized the rules already by allowing him to 
participate. 
SENATOR BREEDEN: Of course, that's his 
problem. That's his problem: 
My problem is this, may it please the 
Commission: I'd like to subpoena this man. 
C01'1MISSIONER BRADSHAW: l~ell, you would 
certainly have a right to subpoena him. 
SENATOR BREEDEN: May I suggest this, so we 
can move along with the record as far as possible: 
If Mr. Williams, at this point, woul~ not be 
required because he says his client didn't want his 
name in the record, and he's now got permission to do 
that, but could he, at this point, write on a piece 
of paper the name and address of this witness 
man that we've spent a half a day talking to his 
the 
listening to his testimony and examining his witness? 
If he will put on a piece of paper the name and the 
address of this intervenor, that's all right; and the 
only way it'll get thrown out is if he won 1 t let that 
name be revealed. But if he gives it to the 
Commission, then, when the time comes and that man 
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says, "All right, you can use my nnme, 11 I wnulcl 
then ask for a subpoena for him·. 
If it ends up that that man doesn't -- and yot 
can tear up the paper and he can strike the evidence, 
and. t·1e \tlould have made some progress on it. But t-Ihat 
we're doing is we're spending an interminable amount 
of t~e with a phantom, and it seems to me that I'm 
not asking for too much to say at this state, at 
least, he will tell the Commission in writing the 
name and address of the man that \ole ha\Te spent a 
day on. 
COMHISSIONER BRADSH.Al\T: Do you ha\Te any 
objection to that? 
MR.. W ILLIA1'1S : No, sir. I have vouched to 
the Commission to the fact that I do ha\Te a client, 
that I'm here to represent his interests. I'm \Tery 
happy to put down his name because I cannot remember 
off the top of my head his exact address. I'm afraid 
I cannot comply with his 
SENATOR BREEDEN: Will you do that, not-1? 
MR. WILLIAMS: Yes, sir. 
SENATOR BREEDEN: Could we suspend long enoug_ 
for that to be determined by the Commission? 
COMtwfiSSIONER BRADSHAW: You can just send it 
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up ~o us. 
11R. WILLIAl·lS: Yes, sir. 
MR. DOBBINS: Your initial statement that you 
represE'nted clients in your office t·:as meant to mean 
you represented a client? 
MR. \\TILLIAI-18: That, also, reflects a mis-
understanding on my part, is that if I had a client 
whose interest was shared by other clients, that 
that.would be a part of the interest that I could. 
represent here. And since I do have hundreds of 
clients in the situation of this particular man, 
that's what that statement is attributed to. I have 
one name, t~hich I have ttlritten down on this piece of 
paper. That record, therefore, should be amended to 
reflect the singular, as opposed to plural. 
SENATOR BREEDEN: v1e are interested in a 
single intervenor, whose name is on that piece of 
paper? 
1-ffi.. WILLIAMS: Yes, sir. 
CONHISSIONER BRADSHAvi: I guess, }1r. \\T:i.lliams 
should be a protestant in this cas·e, since he has a 
~ 
tititness, but he chose to come the intervenor route. ~ 
~m. WILLIAMS: If it wasn't obvious, this is 
my first formal appearance before this Commission. 
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2 I am learning, I ret~ret to sny, of my status. 
3 CONHISSIOl~~.::R BRAD SHAH : . I thour;h t you 
4 participated in the last --
5 THE lJITNESS: I participated in a small loan 
6 hearing. 
7 CGR·1ISSIOl\lER BRADSHAH: I'm sorry. That last 
e case was a small loan hearing. 
9 NR. WILLIPu'1S: I wrote dot·m I tt;ras supporting 
10 the regulation because we support, as Mr. Sahle said, 
11 with the one exception as to the amount of interim 
12 rate. 
13 CO!'-fiv1ISSIONER BRADSHA\~: So if we could refrair 
14 from exploring how Mr. Sable became his witness, or 
15 the relationship bett·~een the client and 11r. \,1illiams, 
16 I think that is beyond our jurisdiction, and we'll 
17 move on to questions concerning ftis testimony. 
18 MR. DOBBINS: I had a beautiful question I 
19 was going to ask, and you cut me off. 
20 
21 BY MR. DOBBINS: 
22 Q Mr. Sable, you made in your direct testimony 
23 a statement towards the end to the effect that anything less 
24 than the 60-cent rate proposed in the ·regulation was not · 
25 actuarial or in any other way appropriate. Do you recall that 
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A Yes, sir. 
t Q And yet you have conceded that ·you are not an 
actua~? 
A No. 
Q Well, then, on what basis did you make that 
statement? 
A I am familiar with the actuarial literature 
on credit insurance claim costs and credit insurance rates. I 
have discussed the question of credit insurance rates t.Jith 
actuaries, to the extent I felt confident in makL~g that state-
ment. 
Q It's your judgment that in order to make a 
statement that something is not actuarial or appropriate, that 
your experience has only been to have discussed matters with an 
actuary? 
A No, sir. I believe.that it would be-- the 
force of the testimony would be stronger coming from an·actuary. 
Q You made a statement that small loan companie~ 
in a 1974 hearing admit·ted that a third -- correct me, if I've 
written· it down wrong-- that a third of· the net income came· 
from credit insurance. Was that your statement? 
A Yes, sir. 
Q And I think you said the same, that in 1976, 
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2 the annual report to the Com.miss ion shot.ved that the crcd it 
3 insurance income was more than a half of ·the small loan compnnits' 
4 net income; is that right? 
5 A Correct, sir. 
6 
Q What was the relationship between the gross 
7 
income from insurance and the gross income from other operations 
8 in 1974 and 1976? Wouldn't that be a fair comparison? 
9 A No, sir. !~don't believe that it ~\Jould hecaus( 
10 I would suggest that the expenses associated with credit 
11 insurance are minimal. 
12 Q .All·.right. But you were using gross income 
13 on insurance and net income on total? 
14 A Yes, si~. 
15 Q And you also made a statement in support of 
16 your contention of the reverse competition in Virginia, that 
17 certain ~~C contracts which had a block printed in for 
18 Prudential had been crossed out and substituted with another 
19 company at the 78-cent rate; is that a fair --
20 A I'm not exactly sure it was crossed out. 
21 There was a block for Prudential, and that was not used and 
22 another insurance company was used. Yes, sir. 
23 Q Where did that take place? 
24 A I don't recall. 
25 Q Well, you said a GMAC agent 
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2 No. It was a G}~C paper. I asnumc it was --
3 probably, it was an auto dealer who had sold a car and financed 
4 it thrbubh Gl-1AC -- that is, sold his paper to G~1AC. 
5 Q Was it a contract? 
6 A I have seen at least one in Virginia. I 
7 think, more, but I wouldn't swear to it. 
8 Q And your testimony, then, t~ith respect to 
9 that is based on a contract? 
10 A No, sir. My testimony in that respect is 
11 based on substantial study of reverse competition, particularly, 
12 the study of Prudential's experience around the country, but 
13 stressed by the fact that I have actually seen a contract in 
14 Virginia. 
15 Q You have actually seen a contract in Virginia~ 
16 A Yes, sir. 
17 Q Did you make that statement in Virginia based 
18 on one contract? 
19 A No, sir. I make the statement about GMAC 
20 based on that one contract. I make the statement about reverse 
21 competition based on seeing a number of Virginia contracts,. all 
22 of which are sold -- were sold at the maximum rates, by 
23 discussing with the Virginia Insurance Department and looking ~~ 
24 at the Virginia study, all of which indicates that a substantia~ 
25 proportion of the credit insurance in Virginia is sold at the 
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2 mnximum rate; and it is on th..!lt, rather than the other things 
3 I have alluded to, upon \t1hich I base my statement that revel~Ge 
4 competition exists in Virginia. 
5 Q I'm just trying to narrot·I it dot•in, l'fr. Sable. 
6 One of the principal bases for your reverse competition is based 
7 on a Gl1AC contract in Virginia? 
a A No, sir. That is not one of the principal 
9 bases. 
10 Q All right. That was --
11 A It was a dramatic example. 
12 Q Based on one contract? 
13 A That contract was a dramatic ~xample of revers~ 
14 competition in Virginia. Yes, sir. 
15 Q And were there any other dramatic examples 
1s like that? 
17 A I believe, but I will not swear to the fact, 
1a that I might have seen two or three others. The G~~C contract 
19 presents reverse competition ~ its clear and most dramatic 
20 form. I do not have other examples that dramatic. But I think 
21 that the insurance was sold at the 78-cent rate when market 
22 price would indicate ~omething substanti~lly lower. The method 
23 in which it's sold in Virginia, and the study of credit insuran e 
24 all buttress my testimony that reverse competition exists in 
25 yirginia. 
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Q Do you ~~l\re any drnmat ic examples in. the small 
loan ip.dustry or in the banking indus try? 
t 
A No Sir I Con.sl.·dcr it dramatic onlv because 
' • J 
s it spells out the choice that t~as available to the creel it or righ:: 
6 on the piece of paper. That's toJhat makes it dramatic. In small 
7 lo~~ companies, the drama is hidden. 
8 Q l.fuat is the maximum loan s lze under the 
9 :t-1assachusett~ Small Loan Lat-17 
10 A My recollection is that it's $3,000. I'd 
11 have to look it up. I believe it is $3,000. 
12 Q And what is it in Pennsylvania? 
13 A I'd have to look that up, also. 
14 Pennsylvania has a series of -- well, I guess 
1s the basic loan act is the Consumer Discount Loan Act. This 
t6 is, in effect, the small loan for Pennsylvania. The maximum 
• 17 loan there is five thousand dollars. 
18 Q Ahd it has others in that series which go even 
19 higher, don't they? 
20 A No, sir. Actually, not that I can see. 
2\ Q Do you know what the maximum loan -- maximum 
22 small loan is in Virginia? 
23 A My recollection -- and I would ~mnt to check 
24 it -- is that it is one thousand five hundred dollars. 
25 Q So, the maximum size of the loan in 
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2 Pennsylvania is twice the Virginia, and I-.Iassachusetts is t\aJice 
3 the size of Virginia, and Pennsylvania is more than twice? 
4 A That's correct. 
5 Q More than three times? 
6 A Yes, sir. 
7 Q And, yet, you have chosen Massachusetts and 
8 Pennsylvania as your examples in the availability and penetrati n. 
9 A I chose Massachusetts because Massachusetts 
10 was the only state in which I was aware that I could, by 
11 inspecting the records· that are filed, obtain the individual 
12 penetration rate. I chose Pennsylvania because I think that 
13 their system is most comparable to that that the Bureau is 
14 suggesting, and in some ways, since one of the issues is the 
1s feasibility of administering it, since it would require 
1s administering three times the volume that exists in Virginia, 
17 I thought it was an especially good·example, and it was for 
18 that reasqn that I chose those two states. 
I 
19 Q You will concede there is quite a difference 
20 in the maximum amount of loan? That has some effect on it, 
21 doesn't it? 
22 
A I don't believe it has an significant effect 
23 
on any of the points that I was making, no. 
24 Q In your exhibit which was marked Exhibit 23, 
25 you have 
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A Could you tell me \•Jhat -exhibit that is, please: 
Q The States Where Credit Life Insurance is Sold 
. 
Bel0\"1 52 cents per hundred per year. 
• 
A Yes, sir. 
Q Do you recall that? 
A Yes, sir. · 
Q And you have in there, in your third column, 
credit life insurance in force in 1976. 
A Yes, sir. 
Q And you have a notation, the source of fact, 
Life Insurance Fact Book, 1977. Is that the book I have in 
I 
my hand? 
A Yes, sir. 
Q And would it be fair to say that in 1977, that 
data which you have came off of page twenty? 
A Yes, sir. 
Q Well, now, Mr. Sable, would you mind looking 
--and here's a copy of page twenty, in which I've dra~m some 
lines. And I have also here a copy of page twenty from the 
1974 book. If you can refer to that, too. 
A Thank you. ! 
Q Now, my recollection of your testimony with 
respect to Exhibit 23 was this was intended to show that even 
with this 50 cent rate and below, the total amount of insurance 
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2 in force had increased. Was that so or not? 
3 A Yes, sir. 
4 Q Well, now, would you -- this page twenty of 
5 the Insurance Fact Boolc of 1977, and the other. ·page which I 
6 . gave you sho\'-.ring 197/+ figure·s, also sho\IIS not only the total 
7 amount of insurance for that credit life in each of those two 
8 years, but the number of accounts, as well, doesn't it? 
9 A Yes, sir. 
10 Q And could you take a look at the states which 
11 .you have used --Connecticut, Washington, D. C., Maine, 
12 l~ssachusetts, New Hampshire, Pennsylvania and Rhode Island 
13 and tell me whether or not that is a fact, that the number of 
14 accounts actually increased in each of those states between 
15 1974 and 1976? 
16 A I beg your pardon. Could you repeat the 
17 question? 
18 Q I direct your attention not to the amount in 
19 force, which is affected by inflation, but the number of accoun s 
20 as between those two years on those states, and see whether or 
21 not you confirm that the number of accounts went down? 
22 A Went down in Connecticut. It appears to have 
23 gone down in all the states I listed. -· It appears to have gone 
24 down in Virginia, and it appears to have gone down nationally 
'-· 25 in number of accounts in the count.ry. Appears to decline, 
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2 according to this. 
3 Q But it's a fact that as the insurance in force 
4 went Jp -- as a matter of fact, insurance in force went up in 
s other~states, too, didn't it, and nationally, as well? 
6 A I don't know whether it went.up in all the 
7 states. It did go up nationally, and I presume in most states. 
a Yes, sir. 
9 Q But these seven states that you have picked 
10 out in Exhibit 23 --
11 A Uh-huh. 
12 Q -- where the insurance in force went up in 
13 1976, it actually showed a decrease in the number of accounts 
t4 in each of those states for the two-year period. Yes or no? 
15 A Yes. 
16 Q Now, you have been kind enough to reproduce 
17 and introduce as your Exhibit 29 a Pennsylvania Insurance 
18 Department Credit Life Insurance Credit Act and Health .. 
19 Insurance Regulation. 
20 My recollection of your testimony with respect 
21 to this Exhibit was that the only difference between -- the 
22 principal difference between this and the Virginia proposed 
23 ' regulation was the amount of the rate, whereas, it was 60 cents~ 
24 in the proposed Virginia regulation and it was only 50 cents in 
25 Pennsylvania. Is that so? 
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2 A No, sir. I said that the major difference 
3 was that, and the basic loss ratio, but that there were other 
4 differences in the computation methods and the discount system 
s and in some other areas. 
6 Q ·As a matter of fact, 1~. Sable--
7 A I guess I should add that it also covers 
e accident and health. 
9 Q All right. I'm speaking of the --
10 A or the life part? 
11 Q Of the life part. As a matter of fact, the 
12 Pennsylvania regulation does not take into any consideration 
13 investment income, does it? 
14 A The Pennsylvania regulation takes into account 
1s investment income in the discounting of the single premium rate. 
16 Q How about the --
17 A Well, it takes account of investment income. 
1e It doesn't take investment income into account in the formula 










Right. And you consider that a major 
Yes, sir 
-- a major difference? 
Well, I mean, who can quibble over whether it' 
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2 major. It's certainly a difference. Yes, sir. It's certainly 
3 not a major difference for the point I V!as making, no. 
4 Q ~lith respect to obtaining a deviation under 
5 the vfrginia proposal 
6 A Yes, sir. 
7 Q -- is an upward ~eviation automatic under the 
a Virginia proposal, or do you have to file and justify it? 
9 A My recollection is that an upward deviation 
10 in some circumstances requires some justification, and I would 
11 have to refresh my recollection. 
12 Q All right. Would you take my word for it, 
13 that it does? 
14 A Probably. Not without checking. Perhaps, 
1s you could give me the ci~ation. That would save me some time. 
16 Q I'm not going to tell you, after thate 
17 A Okay. 
18 Q That's the way I look at it. I'll save you 
19 some time. Look at Section llAJ. 
20 A Yes, sir. You're correct. Justification, 
21 apparently, must be submitted in every case. 
22 Q Do you know whether or not the Pennsylvania 
23 regulation requires a justification for an upward deviation? 
24 A 
25 Q 
Yes, I know that they do not require such. 
Do not require? 
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2 A Yes. 
3 Q So that's another difference, isn't it? 
4 A Yes, sir. 
5 Q Do you consider that a major difference? 
6 A No, sir. 
7 Q You don't consider that a major difference? 
B A Not in terms of the point I was making about 
s the -- I mean, in terms of the point I was making about ease 
10 of administration~ No, sir. 
11 Q That would not affect your testimony at all, 
12 as to the number of people or the manhours or anything of that 
13 nature? 
14 A Well, I never testified as to the number of 
1s people it would take in Virginia. 
16 Q I understand. Okay. I'm willing to rest on 
,, that. 
18 A I would make the point -- you know, I will 
ts admit to the point that I think you're driving at, that this 
20 will take somewhat more time than the comparable Pennsylvania 
21 regulation. Yes, sir. 
22 Q Well, in your testimony you indicated that 
.... 
23 you thought a fair return to the insurer was ten percent of a .. 
24 -- I believe you said a 53 cent rate? 
25 A No, sir.. I said twelve percent. 
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2 Q Twelve percent of a 53 cent rate? 
3 A Yes, sir. .. 
4 Q Upon twelve percent of the 53 cent rate is 
• s that's 6.4 cents? 
6 A Yes, basically, 6.4. 
7 Q Have you ever made a study of actual insurer 
8 costs? 
9 A No, sir. 
10 Q Yes or no? 
11 A I said no. I'm sorry. 
12 Q That '.s just what you think? 
13 A No, sir. It's not just '\'lhat I think. It's 
14 based on the fact that a number of reputable authorities, 
1s including two insurance companies, themselves, have said that 
16 that amount would be sufficient; and it's based on the fact that 
17 in states in which, by regulation, insurers could not get 
t8 substantially more than ten percent of the premium, they still 
19 offer seven and eight billion dollars worth of credit insurance, 






Q And was that also the basis of your statement 
for your opinion that-- I believe you said twenty seven_ percent 
of 60 cents would be appropriate for the creditor? ! 
A The twenty seven percent figure is the amount 
allowed by regulation in Pennsylvania to creditors based on, 
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2 baDically, a 50 cent rate ldth the case rating system and 
3 deviationo. 
4 Q The Pennsylvania statute varies from thE; 
s Virginia statute, doesn't it? 
6 A Yes, sir. 
7 Q Are you aware --you've been here throughout 
8 all of these sessions on this 
9 A Yes, sir. 
10 Q -- on this matter, haven't you·, beginning in 
11 September,.. I believe? 
12 A Yes, sir. 
13 Q \'lere you a\ttare of the statement which was 
14 introduced on behalf -- which was made by Prudential Insurance 
1s Company of America to the bureau? 
16 A Yes, sir. 
17 Q Do you recall in that, that Prudential staternen~ 
1e was that industry-wide insurer expenses taken from credit 
19 insurance exhibits, other than commissions -- this is expenses 
20 -- average about ten percent of the 60 cent rate or six cents? 
21 That is, expenses alone. 
22 A Yes, sir. 
23 Q Are you aware that the same statement said 
24 that -insurer net gain after dividends and retrospective rate 
2s credits to be about thirteen percent or a total to the insurers 
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2 of.about twenty three percent? 
3 A That statement, first, cioes not take into 
t 
4 account investment income of the insurers. And, secondly, 
• 
~ it takes what profit insurers have made from credit insurance. 
6 I believe the issue I was addressing myself to 
' was not profit they have historically made, but what return they 
a needed in order to make credit insurance available to the 
9 consumers of Virginia, and I stand by my statement on that. 
10 Q Have you made a study as to what return is 
11 required :in order to attract the necessary capital into this 
12 business? 
13 A I have, in the sense that --
14 Q Do you have that study available? 
15 A If I could explain myself, I believe that that 
16 was the venture about which -- that was what I was about when 
11 I investigated other states with lower rates to see if capital 
1e was coming into those states, in the sense that insurers were 
19 corning into those states and offering insurance. Having found 
20 that they did, and then having found that that, in turn, was 
21 confirmed by some other studies, I felt satisfied that -- that 
22 the insurance would be made available, in that sense, that the 
23 capital would come into the state. ! 
24 Q Would you tell me how you went about making 
25 that study? 
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2 A \'Tell, I 
3 Q This is very vital. Hov~ did you make it? 
A I began to take an example with Pennsylvania, 
s and I investigated what the rate was. 
6 Q Yeah. 
7 A I investigated '\mat the availability was in 
8 Pennsylvania and what the regulations were on caps and 
g commissions and that sort of thing, and what the trend of 
10 credit insurance was -- 'tthether it looked as if it were becominE 
11 increasingly unavailable, or whether the amount of insurance 
12 was becoming more available; and I satisfied myself on those 
13 points. 
14 Q But did you find out what return was being 
1s made by the insurer? 
16 A No, sir. 
17 Q Well, how do you know whether that's sufficient 
18 or not? 
19 A Because under a free enterprise system, they 
2o are not required, unlike a utility company, to sell insurance 
21 in Pennsylvania; and I left it to their judgment that they were 
22 making sufficient profit, so it was worthwhile to Pennsylvania. 
23 Q Well --
24 A Can I finish the answer? 
25 Also, I thought it of interest that the seven 
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companies have.actually, in the last year, applied to be 
admitted in Pennsylvania, so that clearly there are some 
insurdnce companies that feel they. can make money in 
• Pennsylvania; and under oui" system, I think that's sufficient. 
Q Over what period of time did you make this 
' study? Five years? Ten years? One year? One time? 
8 A I looked back at the Pennsylvania statistics. 
g I don't honestly recall hov; far back I looked in time. 
10 Q I see. Do you have any experience that would 
11 . qualify you as an expert in finance and the amounts that are 
12 required to attract capital in today's market? 
13 A I don't know what it takes to be an expert. 
14 I have studied in some detail what it takes to at.tract insurers 
1s to sell credit insurance in different states, and to some 
1e extent \~hat rates it takes to attract small loan companies and 
11 other creditors to offer credit. To that extent, I believe I 








Q And I'm trying to get this number. 
A Yes, sir. 
Q \'/hat is the number -- the lo\"1 at which capital 




I don't know what the return to the invidivua' 
Do you have· some average? 
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2 A No, sir. 
3 Q Now, I understood that your training is in 
law? 
5 A That 1 s corre:ct. 
6 Q And how long have you been practicing la\·t? 
7 A I've been a member -- I graduated law school 
8 in 1968. 
Q 9 And has your experience been totally vdth the 
1 o concern -- the foundation you're now with'? 
11 A No, sir. I joined the Consumer Law Center in 
12 1974. 
13 Q And prior to that, what type of work did you 
14 do? 
15 A_. I was an attorney \dth the Cleveland Legal 
17 Q I see. You have studied the Virgi1ua Statute? 
18 A Yes, sir. 
19 Q In fact, the Virginia Statute says nothing 
20 about creditor benefits, does it? 
21 A It says nothing about creditor --
22 Q Benefits. 
23 A Says a fair return to creditors. Yes, sir. 
24 Q Fair return to creditors, which you have 
· 2s interpreted to mean benefit to creditors; is that right? 
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(-· 2 A That's correct. 
3 Q Okay. Do you knovt --you have referred ... 
4 
f 
the 60 cent Bureau proposal? throughout to 
(f 
5 A Yes, sir. 
6 Q And as a matter of fact, it's 60 cents per 
7 hundred only in about the first month, for only a term of one 
8 month, isn't it? 
9 A No. Well, it's 59 ~-it's 
10 Q Never gets to 60, does it? 
11 A You probably are right. I'd have to check 
12 it. I would suspect you're right. I rounded all of my rate 
13 figures to the nearest penny. 
14 Q And it decreases as the term of the insurance 
1s gets extended; isn't _that so? 
16 A On a yearly basis. Yes, sir. 
17 Q So to call it a 60 cent rate is completely a 
18 mdsnomer, isn't it? 
19 A · No, sir. I rounded to the nearest penny. 
20 Q \'lell, a 60 cent rate only for the very shortest 
21 of terms, isn't it? 
22 A Rounded to the nearest penny, it's a 60 cent 
23 rate, at twelve cents a hundred·. 
(. 
25 
In my exhibits, I was careful to discuss at 
what points I \i&S taking into account the investment discount 
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2 and what points I wasn't. So I don't believe that referring 
3 to it as a 60 cent rate was in any \.Yay misleading. 
4 Q ~~. Sable, if this credit life insurance were 
5 not available in Virgi.nia, do you kno\.Y v1hat type of insurance 
s would be available as a substitute in Virginia, if any? 
7 A No, sir. 
8 ~m. DOBBINS: I pass. 




12 BY },ffi. BREEDEN: 
13 Q r~. Sable, I understood you to say initially 
14 that all of the funds for your activities are provided by the 
15 Legal Services Corporation; is that correct? 
16 A Yes, sir. All of the funds for this activity. 
11 Yes. sir. 
18 Q All of the £unds for this activity? 
19 A Yes, sir. 
20 Q \V<nat is the Legal Services Corporation? 
21 A The Legal Services Corporation is a non-profit 
22 governmentally sponsored corporation set up by an act of the 
23 United States Congress to run the National Legal Services --: 
24 Program. 
25 Q Is it chartered by Congress? 
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2 A Yea, sir. 
3 Q And --
4 A Well, I mean, technically, I think it may be 
5 cha~red by the District of Columbia, but it's basically a 
6 federal corporation. 
7 Q And it's funded by general tax revenues --
8 A Yes, sir. 
9 Q -- of the United States government? 
10 A Yes, sir. 
11 Q And, then, that corporation is supplying all 
12 of your expenses and salary and so forth to appear at these 
(·~ 
13 various hearings and testify? 
14 A Yes, sir. 
15 Q Does it furnish· any of the financial support, 
16 say, for r.ir. \villiams' .appearance here --
17 A Yes, sir. 
18 Q --or any of his expenses? 
19 A I believe it's the same source. 
20 Q You think that they are paying all of the 
21 expenses there, as well as your expenses? 
22 A Well, I don't know. I think so, but you'd 
23 have to ask Mr. Williams. 
24 Q But you do know that they're paying his expense 
25 in part? 
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2 A Well, there arc two types of legal aiooprograms 
3 around the country. One type is funded completely or almost 
4 completely by the Legal Services Corporation. There are others, 
s ~r~ch are sponsored more by local charitable money. I believe 
s that Mr. Vlilliams is one of those which is sponsored by the 
7 Legal Services Corporation. It is possible that he is funded 
e through the United Fund thing. I don't h.'ll0\·1. 
9 Q But as far as you know, Legal Services 
10 Corporation is paying his, too? 
11 A I think so, but I don't know. 
.. 12 Q You're not absolutely sure? 
13 A No, I'm not. 
14 Q All right. Without disclosing the name that 
1s Mr. Williams put on the paper, were you aware of the name of 
1s the client that you're appearing here for today? 
17 A No, sir. 
18 Q Did you say yes or no? 
19 A I said no. 
20 Q No. You haven't got the slightest idea who 





A I said I didn't know his name. 
Q You do not know his name? 
How many -- did Mr. Williams indicate to you, 
when you first discussed ~dth him the possibility of your taking 
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part here, that he vtould go out and find a client? 
MR. 0\vENS: I object to this line of questionin ~' 
your Honor. 'VIe' ve already ruled on this. This has 
absolutely nothing to do vJi th the matter at hand. 
COr·'ll·ITSSICNER BRADSHAW: IJir. Breeden, what is 
the relevance of this line of questioning? 
~'IR. BREEDEN: \1ell, I think if Mr. Sable is 
here representing himself or representing his 
employer, then, he's not representing anyone else. 
I think that their posture that they have some real 
client here is a sham. 
COMMISSIONER BRADSHA\·1: Well, I thought we 
had disposed of that. 
~~. Williams is going to furnish us a letter 
that he is representing a member of the general 
public, who is a resident of Virginia, a potential 
borrovrer; and Mr. Sable is his expert witness. 
MR. BREEDEN: And r.~r. Sable doesn't even knov1 
who he's appearing for, as I understand his testimony. 
COMMISSIONER BRADSHA\'1: That l-tas his testimony. 
MR. \'liLLIAMS : I believe his testimony was he 
does not know the name of the person. ! 
COM!·ITSSIONER BRADSHAW: Did not know the name 
of the client. 
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2 ~m.. \'liLLIAMS : That' s correct. 
3 CQJ.fi~ISSIONER BRADSHAVl: He kno .... rs he's here as_ 
4 I~. \villiams' attorney, of course -- I mean, expert . 
5 witness. 
6 SENATOR BREEDEN: Could I --he's going to do 
7 all that. ~fuen he finds him, when he sends this 
e scout out and digs him qut of the \-roods, \·lhercver 
9 he is, he is bound to know where he is, then; and 
10 will he furnish us with the address, so we can 
11 subpoena him? 
12 COMI~ITSSIOHER BRADSHA'\tl: As soon as \"le get the 
13 address, Senator, you can subpoena him. 
14 
15 BY MR. BREEDEN: 
t6 Q 1~. Sable, I understood you to say that you 
17 had testified in Arkansas? 
18 A That's correct. 
19 Q And that was about t\'VO 't-teeks ago? 
20 A I think so, yes. 
21 Q A ~ir. Hunt -- James Hunt, who was here and 
22 testified,.was also a \dtness in that case, ~ms he not? 
23 A Yes~ sir, he was. 
24 Q And you also mentioned -- you mentioned a 
25 
'-... couple other states. It wasn't clear to me just what your 
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2 participation \-to.s at those other -- you mentioned California; 
3 and \'~hat t.Ycre the other states that you mentioned? 
4 A l•1aine. 
5 Q I~U!i ne. \vas there another one? 
6 A I don't believe so. 
7 Q Did you testify at each of those --
8 A Yes, sir. 
9 Q ~- hearings? 
10 A Yes, sir. 
t 1 Q Were they Insurance Bureau or Corporation 
12 Co~~ission type hearings, or were they legislative hearings? 
13 A Excuse me. In Maine, I have testified at 












So you've testified t\'dce in Maine? 
Yes, sir. 
All right. 
And in California, it \~s before the Insurance 
And that was on one occasion? 
Yes, sir. 
Or more than one? 
On one occasion. 
And Arkansas -- is that one occasion, too? 
Yes, sir. 
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Q Any other states that you have tc~tified in'? 
A Not that I can recollect. 
Q Did Hr·. Hunt tes·ljify in any of those other 
hearings, other than Arkar1-sas? 
A He testified in California, I believe, also. 
Q Is that the only other one that he testified 
in, that you testified at? 
A I believe I've already said that he testified 
in Arkansas. 
Q vlell, I just \'lanted to make it clear, that I 
didn't misunderstand. 
Those three are the only ones that you testified 
at that he testified at, including Virginia? 
A I think so. Yes, sir. 
Q All right. On your exhibit, which we have 
numbered 23 --and that's the one that's States \there Credit 
Life Insurance is Sold Below 52 cents per hundred per year --
could you tell me, if you recall, when those rates went into 
effect in these particular states? And if I may simply run 
down them -- Connecticut -- do you recall when that rate --
the 50 cent rate that you're sho1·dng there \-lent into effect? 
A No, I do not know when the Connecticut or 
Washington rate went. into effect, although I think it's been 
some years. The I~j;ne rate has been in ef'fect for at least three 
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( .. 2 or four year~ •. The Ma5sachusctts rate --
3 Q Bcfire you go too fast, I'm trying to ~~ite -
4 
5 1974, or thereabouts, for Maine? 
6 A It's at least. It could have been longer, but 
7 I don't know. 
8 Q All right. 
9 A The 1-lassachusetts rate has been in effect, I 
10 believe, close to ten years. New Hampshire rate -- I knew 
11 that, but don't kno\'t it nov1 -- sometime betv1een '70 and '73, 
12 because it seems to me that I compared Neltt Hampshire insurance 
r:····. 
\--
13 in force in '74 ~~th '72, so it must have been in '73 or 
14 thereabouts. And Pennsylvania I have testified to, and I don't 
15 kn0\'1 about Rhode· Island. 
16 Q vlell, I don't recall \'that you said about 
17 Pennsylvania. 
18 A Yes, sir. In Pennsylvania, since 1971, they've 
19 had a 50 cent rate, but ~dth an automatic statutory deviation 
20 for small loan companies; and since 1970, of- -- or a hundred 
21 and tl·renty percent; and since 1975, they have no longer permittEd 
22 that automatic deviation. 
23 Q So the 50 cent across the board is applied, 
2~ since '75 --in Pennsylvania, applied to non-small loan 
( 
25 companies 
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A Since '71. 
Q And Rhode Island, I think you said you didn't 
knot·l? 
A That's correct. 
Q And those one, two, three, four, five, six, 
seven jurisdictions, of course, if understand this caption on 
this exhibit, are the lowest anywhere in the country? 
A Not quite. As I stated, most of the insurance 
in New Jersey and. Ne'\rt York is sold at rates bel0\'1 these rates, 
but technically, there are some creditors that sell at higher 
rates, so I didn't include it in this table. 
Q )~. Dobbins asked you this question in a 
general \-my, and I'm going to go through these quickly: Do 
you still have the exhibit from the Insurance Fact Book in 
front of you, that he passed up to you? 
A Yes, sir. 
Q I would like to just read these into the 
record, and you can correct me, ~~. Sable, if I'm misstating 
the numbers. 
In \1ashington, D. C., since 19 - betlAreen 1974 
and 1976, the number of debtors ins~red has dropped from one 
million five hundred thirty-.five thousand to one million :five 
hundred nine thousand. 
A Excuse me, one second. 
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2 That's what these fiEurcs say. 
3 Q And in PennDylvania the number haG dropped 
4 from tour million six hundred thirty one thouzand to four 
s mill£ibn three hundr~d ninety nine thousand. 
6 A That's correct. 
7 Q And in the State of Jvia~3achusetts the number 
e has dropped from tv1o million fifteen thousand to one million 
9 eight hundred fifty six thousand. 
10 A Yes, sir. 
11 Q State of Connecticut has dropped from one 
12 million one hundred ninety seven thousand to one million forty 
13 nine thousand. 
14 A Yes, sir. 
15 Q Is that correct? 
16 A That's correct. 
17 Q State of I·iaine, it's gone up slightly. Four 
1e hundred twenty nine thousand to four hundred thirty four 
19 thousand -- the number of people insured. 
20 A That's correct. 
21 Q State of New Hampshire has dropped from three 
22 hundred twenty two thousand to two hundred eighty five thousand. 
23 And_the State of Rhode Island has drq;ed_ from three hundred 
24 fifty seven thousand to three hundred and twenty four thousand; 
(_ 25 is that correct?. 
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2 A I'm sorry. \'v'hat number did you r;ay for Rhode 
3 !Gland? 
4 Q Rhode Island~ three hundred fifty seven 
s thousand dropped to three hundred twenty four thousand. 
6 A Yes, sir. 
7 Q And I believe that's all of the jurisdictions 
a shown on your exhibit? 
9 A Yes, sir. 
10 Q And it is a fact, is it not, l~. Sable, that 
( 
11 in that interim, the actual loan value, the consumer credit 
12 in this country as a whole, has expanded considerably? 
13 A In those states, yes, sir. At least in 
14 several of those states. 
15 Q With regard to your Exhibit 30 --that's the 
1s · one that says Pennsylvania Experience Under Case Rate System --
17 A Yes, sir. 
18 Q --·you have three categories on there. The 
19 middle one is 1976 life deviation experience. 
20 A Yes, sir. 
21 Q The numbers on the right-hand column don't add 
22 up to the sixty three cases you have in the left-hand colwr111, 
23 do they? Doesn't it end up sixty six, and you've got sixty 
24 three over here? You've got sixty three on one side and sixty 
2s six on the other. 
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2 A Ye·s, sir. It must be a typo~raphico.l error. 
3 Q That's not important. The point is: do I 
f 
4 understand that to mean that there ~rere only sixty three 
-& deviatj.ons 
6 A Yes, sir. 
7 Q --in all of Pennsylvania; is that your 
e testimony? 
9 A :My testimony is that in 1976 on life there '·rere 
10 more A & H deviations. I was speaY~ng to someone about that 
11 during the break, but these ·are the life deviations. 
12 Q ~fuere does that information come from? 
13 A It came from a chart that the Pennsylvania 
14 Insurance Dep~rtment has compiled for its own internal purposes. 
1s And as I sat there, the woman who compiled that chart counted 
16 these up for me. I capnot put the chart in evidence because 
17 she wouldn't give it to me. 
18 Q Was all that had been applied for in the year, 
19 or ~~s that'all she managed to get to during the period of time? 
2o Was she giving you a chart of those she had performed 





A She had gone through all of it, all of the 
filings in that year. A' substantial number more-- I forget 
the exact figure, but I believe it was about a hundred and 
twenty or so -- had not deviated. It was selling at the £ifty 
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2 cent rate. Th~ir case rate continued with the 50 cent rate, 
3 and she approved it at the 50 cent rate. 'l'hese '~ere the cases 
4 which, after l·Jhatevcr checking and rechecking she felt 'Aco 
s necessary or the department felt \'Tas necessary, they felt \'lere 
6 justified in a deviation, and these were the deviations. 
7 Q Oh, these were the ones they pernrltted for 
8 a deviation, not the ones asking for a deviation? 
9 A Under the Pennsylvania system, asking and 
10 permitting is almost identical because there is little to 
11 .quibble about. You file this case rating report, and if your 
12 math is done right, and that's something upon which reasonable 
13 people can usually agree, it pops out. Either it deviates, or 
14 it doesn't deviate. 
15 Q In the process of discussing EY~ibit 30, I 
ts understood you to say that there were only about a thousand 
17 cases in Pennsylvania? 
18 A Their estimate of the total number of cases, 
19 both life and A &.H, that they're anticipating for this year, 
2o which '~11 be the first year they're entirely under the case 
2l system, is eight hundred to a thousand; that's right. 
22 Q That has nothing to do with how many people 
..,. 
23 are applying for deviations? That would be the total number of" 
24 cases in all of Pennsylvania? 
25 A Well, that number would necessarily be larger 
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than the number of people tha.t \t/Ould be getting the deviation. 
Q Let me ask you this: Heturninr; to the middle .. 
of Ex~ibi t 30, do yo:u remcmb er hov.r many companie·s ~Tere invol vcd 
• in that 6J or 66 cases -- ho,·Iever many it l'v"as? 
A No, sir. I don't. I should have asked, and 
I didn't. 
Q Well, if there are a thousand total cases in 
9 all of Pennsylvania, do you have --·do you have any comparison 
10 between defirition of a case under Pennsylvania regulation and 
11 the definition of a case as proposed in the regulation that's 
12 before this commission? 
13 A I believe it's similar, but I would have to 
14 cross check to be specific. 
15 Q You don't really knovn 
16 A I believe that it's similar. 
17 Q Do you knO\tl h0\'1 many states of these that you 
1e have mentioned and those that you have some experience '\dth 
1e have a statute similar to that in Virginia? 
20 A There is no other state that is exactly. 
21 Q The Virginia statute is unique, isn't it? 
22 A Yes, sir. 
23 Q You alluded several times, I~. Sable, to the~ 
24 assumption on your part that if credit insurance is still being 
25 made available at these rates, that it must be made available 
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2 at a rate l'lhich would provide some return to both the creditor 
3 and the insurers, is that right? 
4 A Yes, sir. 
5 Q Did you ever consider the possibility that 
6 perhaps the credit insurance is made available for reasons, 
7 other than direct remuneration to the creditor? 
8 A Well, I've testified to the fact that the 
9 creditors receive other benefits from the sale of credit 
1 o insurance. 
11 Q The fact that someone sells credit life 
12 insurance at .the rate that you are recommending is not direct 
13 evidence that they're selling it at that rate at a profit, 
14 is it? 
15 A It's direct evidence that in their business 
1s judgment, it is ~;orth~Ihile i'or them to be in the busine·ss of 
,, selling credit insurance. 
18 Q But you don't know why it's worthwhile? Maybe 
19 it's l·;orthwhile for some reason other than profit? 
20 A Well, in my expe~ience, businessmen are in 
21 business for proiit, but perhaps some of them are in business 
22 for charity. I. don~.t· .know. 
23 COI~li'·O:SSIONER BRADSHAW': Ho~1 about your 
24 Prudential rate you referred to? Do you think that's 
25 at a·profit? 
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2 THE WITNESS: It's my underntanding that the 
' 
3 Prudential people are quite pleased with it and \tould 
4 sell as much as they could. 
5 COK1·1ISSIONER BRADSHA\'1: But that's belo\·1 v1hat 
6 you recon~end in this state? 
7 THE \'liTNESS: Substantially bel0\'1. Yes, sir. 
8 CQl-jltliSSIONER BRADSHAW: And you think they're 
9 still making a profit? 
10 THE ~ITTNESS: Yes, sir. I'm confident of it. 
11 I have discussed that situation with some Prudential 
12 employees. 
13 1-.ffi.. DOBBINS: You're talking about the insurer 
14 making a ·profit? 
15 THE WITNESS: Yes, sir. 
16 MR. DOBBINS: Okay. 
17 
1 8 BY l•ffi. BREEDEN : 
19 Q ~1y question \'laS directed to·. creditor selling. 
20 A I understand that. 
21 Q Prudential is a mutual company, isn't it,_ r.Ir. 
22 Sable? 
23 A I believe so. 
24 Q You mentioned Prudential, and I think you also 
2s mentioned Aetna. You mentioned Aetna, I believe, in connection 
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2 l'w'i th a t \rlCl ve .cent cost • 
3 A I believe that, and it's a stock key matter. 
4 Q Yes, but isn't it true that Aetna l·n•i·tcG most 
s of th.eir credit. insurance·-- I think you, in fact; testified 
6 that currently they \·lrite -- perhaps all or nearly all of their 
7 credit life insurance is written on an out5tanding balance 
a basis? 
9 A Their proposal was not addressed to the 
10 retention rate or the return that they \'tould need for outstandir g 
11 balance business. It \·tas addressed to the rate they \-vould need 
12 to enter ~at we're calling here the ordinary credit insurance 
13 market. The single premium market. 
14 Q But you don't know whether they contemplated 
1s paying some or any portion of the premium to the creditor? 
16 A Yes, I do know that. It's spelled out in the 
17 proposal, and they contemplated paying ten percent to the 
1a creditor. 
19 Q Ten percent? That would be four cents -- a 
2o little less than £our cents. 
21 A Depending on what the rate is. !·don't know. 
22 Q Is the operating cost of an insurance company 
... 
23 directly proportional to the volume ·of the business that they ·:.' 
24 write? 
25 I don't know. There is certainly some 
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(· 2 relationship I would assume. 
3 Q Have you mode any inquiry or study of what 
~ 
<4 the interrelationship bet,·1een the commission that a creditor 
• s '\'tould _earn on a life insurance policy -- credit life policy 
s '\tlould have l·rl. th the rate that they '\rlould charge for the loan? 
7 A No. l'lell, no, except that I think that it's 
e -- the Massachusetts borrovling rates tend to be -- bank · 
9 borro, .. d.ng rates tend to be among the lO\"Iest in the country, and 
10 most of the FRB surveys I've seen, and a substantial number of 
11 banks in r~iassachusetts, do not charge £or credit insurance at 
12 all. That's sort of indicative, but I have not made a study. 
13 Q You wouldn't contend that that's because they 
14 have a low credit life·insurance rate would you? 
15 A That they give it away £or nothing? Oh, oh, 
16 I wouldn't contend --
17 Q Because they have no credit. 
18 A No. No. 
19 Q You mentioned something about the sale of 
20 excess credit life insurance should be discouraged or forbidden? 
21 A Yes, sir. 
22 Q You have not heard anyone at .. this hearing 
23 
i 
suggest that the sale of excess credit life insurance should be-. 
24 permitted have you? 
(_ 25 A Yes, sir. 
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2 Q You have? 
3 A Yes, sir. 
4 Q vlho? 
5 A I believe that t~e tenure of much of the cross 
6 examination of Ms. ~lintel on the issue of joint life insurance 
7 ~ms to the effect that joint life should be permitted to be 
a sold to a spouse \tdth no income. 
9 Q That's -- bOl-l is that excess? 
10 A Because I believe that --
11 Q The amount of the insurance is the same 
12 '\\'hether you have t\·To insureds or one insured. The amount of 
13 comp. is the same? 
14 A Yes, the amount of comp. would be the same, 
1s but the question would be ~nether it would be excess in the 
16 sense of an excess life being covered. 
17 Q Because excess coverage, per se, is prohibited 
1e by the statute, isn't it? 
19 A Well, to some extent. Not completely. It is 
20 still permitted. 
21 Q The statute doesn't eay anything that would 
22 · prohibit the sale of joint life insurance? 
23 A Not in those ter.ms, no. 
24 J.m.. BREEDEN: Okay. That's all I've got. · 
25 COMI~ITSSIONER BRADSHA\'1: l·ir· ~!arston, let's 
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take a fivc .. -minutc break before you begin. I 
(Recess.) 
MR. MJ\.RSTOt·]: Your Honor, I wonder if I mi~ht 
beg the Commission's indulgence to take a \dtness 
out of order at this point? I have checked vlith 
other counsel, and it appears that the -- that v1e 
might well take until four o'clock to finish Mr. 
Sable. 
My client, the VCFA, has one witness, \'lho, 
unfortunately, cannot be available tomorrovr or any 
other of the scheduled days. It will take maybe 
twenty minutes to get him on and off, and I doubt 
i 
seriously there will be much cross. Assuming ~~lr. i 
Sable intends to be around tomorrow, we can probably I 
I 
finish him then, or maybe get him back before four. I 
I 
I just fear \~e won't have an opportunity to get our. I 
only ldtness on, if we don't do something extraordinary.. 
I 
I 
CONa{[SSIONER BRADSHAW: You going to be around: 
tomorrow, Mr. Sable? 
THE WITNESS: Yes, sir. 
CO~~ITSSIONER BRADSHAW: Suppose we give you 
breather? 
MR. BREEDEN: I have not quite finished. 
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2 COMl,liSSIONEH BRADSHAW: I'm sorry. I thour;ht 
3 you had. 
4 MR. BREEDEN: I'll be very brief, but I do 
5 have a fe\" more que~tions. 
6 COM1'1ISSIONER BRADSHA\·l: Can you save them 
7 until he comes back? 
8 I\ffi. BREEDEN: I' 11 be through, and it .'.11 be 
9 all in one place. 
10 CO~ll-IISSIONER BRADSHAW: All right. 
11 
12 BY 1•1R. BREEDEN : 
13 Q Mr. Sable, I asked you about Aetna and whether 
14 or not they wrote on an outstanding balance basis. That's 
15 also true of Prudential, is it not? 
16 A Both Prudential and Aetna were in the single 
17 premium business and they still are, to some extent, but at 
18 the present time because of the reverse competition situation, 
19 the bulk of their business, as I understand it, is outstanding 
20 balance business. 
21 Q All right. You mentioned that there were 
22 seven companies that applied for admission in Pennsylvania. 
23 I don't know whether you said this year or '76. 
24 A I said that seven companies applied for and 
"-- 25 were admitted in '76. 
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Q Did you understand they ware all sacking 
permission fvr the purpose of vrriting credit life insurJ.nce, 
or fo~ the purpose of writing life insurance in general? 
169 
A I \·las told for the purpose of \·lritin£; credit 
s insurance. 
7 Q Do you know of any of those companies? 
8 A Yes. 
9 Q Can you give them to us? 
10 A Chrysler Life; United Family; MIC Life; 
11 Bankers United Life; Provident Alliance Life; Mid America Life 
12 Association, a company associated ~dth Volkswagen, that has, 
13 Volks\-vagen in its name, but I don't seem to have it entirely 
14 written down; Montgomery Ward Life and AVCO Life. And in my 
15 notes, perhaps, is Acceleration Life, and in addition, I 
16 believe there are applications pending from Cumberland Life 
17 and l"1ai ne Life. 
18 
19 
Q Do. you know what type of -- whether they write I 
on a single premium basis or ~~ether they might be captive 
20 companies or ~~iting only for related companies or what? 
21 A I believe some of them are· captive,:some are 
22 writing single premiums. I don't know the nature of their 
23 business, now. 
24 Q I understand you-to say in Pennsylvania they 
2s hired one additional professional to handle --
TAYLOE, ZAHN & HALL, LTD. 
REGISTERED PROFESSIONAL REPORTERS 
VIRGINIA BEACH, VIRGINIA 
-----, 
170 
2 A No, sir. They have one professional v1ho is 
3 handling and expects to continue handling it. 
4 Q 'tlho spends three quarters of her time 
5 A That's co:rrect. 
6 Q On the case rate system? 
7 A That's correct. 
8 Q And they may have other clerical personnel 
9 and people in the field doing investigation? 
10 A They do have such people. Yes, sir. 
11 Q And, also, i~. Sable, under the circumstances 
12 that nhe told you, it took about three quarters of an hour --
13 A That's correct. 
14 Q -- to review one of these --
15 A Case files. 
16 Q -- deviations things? 
17 A Yes, sir. 
18 Q And for 66 .:deviations 
19 A Yes, sir. 
20 Q -- that' s forty nine and a half hours? 
21 A Yes, sir. 
22 Q Six working days? 
23 A Yes, sir. 
2<4 Q ~fuat does she do the rest of the hour? 
(. 25 SENATOR BREEDEN: The rest of three quarters 
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2 of the time. 
3 THE \vi'l1lESS: The forty five minute figure is 
4 the figure that it takes her to do a case in which 
5 there are no problems. I believe I stated that. If 
6 not, I ·will state it nov;. So that she spends, 
7 presumably some of her other time handling those 
8 problems. In addition, she is responsible for the 
9 accident and health filings in the State of 
10 Pennsylvania, so she spends some of her time on that. 
11 She also has the additional responsibility of 
12 compiling the statistics for the State, which she 
13 does; and then in her other time, as I understood it, 
14 although I'm not sure of the relevance, she works on 
15 matters like medical malpractice. 
16 
11 BY MR • BREEDEN : 
18 Q I'm not sure that responsive to my question. 
19 I understood you to say it was three quarters 






On the credit life stuff, yes. 
J,ffi.. BREEDEN: That's all we have. 
COMMISSIONER: BRADSHA\t/: All right. 
~m. ~URSTON: Call Dr. Ileo. 
While Dr. Ileo is coming up, I'm going to pass 
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2 out or copies oi' his prepared testimony. 
3 I'd like to call the Commission's o.ttention . ' 
4 to the fact that this testimony was prepared prior to 
5 the ruling that the Commission made narro\'dng the 
6 scope of further testimony; tharefore, Dr. Ileo is 
7 only going to address himself to the portion that 
8 deals ~nth cost impact, and we do not ask the 
9 remainder or this to be entered in the record, and no 
10 one should assume that we are in any· way reopening 
1' the case as to those other matters. 
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